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WHAT YOU SEE

L

What you see at Goodrich is a vast array of aerospace products

PR@@ESSFF? and services that keep the finest aircraft in the world operating
}‘ VAR 07 2@@3 safely and predictably day after day. You can see our products
TH@MSGB\' on every airplane Airbus makes. paée 14. You can see them
FINANCIAL , across the spectrum of commercial and military aircraft built

by Boeing. page 8. You can see them at work on the Royal Air
Force’s Tornado. page 16. You can see our maintenance, repair
and overhaul services at work on the aircraft of Express|et, South

African Airways and Southwest Airlines. page 12.
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FIVE REASONS TO THINK ABOUT COODRICH

For over 132 years, through economic ups and downs, Goodrich Corporation has stayed
the course, working to deliver long-term value to our shareholders and customers, and pro-
viding a challenging and rewarding place to work for our employees. Our hallmarks include:

Strong financial performance. Our goal is superior returns through consistent, predictable
revenue and income growth.

Global leadership. More than 40 successful acquisitions over the past 16 years, coupled with
internal growth, have created an unparalleled portfolio of world-class aerospace systems.

Balanced business mix. We have purposefully diversified our product market and customer
mix to counterbalance industry cycles in aircraft production.

Value-creating processes. Strategic planning, value-based management, operational excel-
lence, innovation and business platform “roadmaps” are among our purposeful processes
that deliver value.

Innovative solutions. Developing breakthrough innovations is part of our culture. We systemati-
cally look for ways to leverage our technological strengths through aerospace - and beyond.
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determination and commitment of all of Goodrich’s people,
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the deep ethical theme that runs through all the company’s
endeavors and the high-caliber staff that develops lasting
and meaningful relationships with our customers. What
you don't see is the community involvement, the caring and
the commitment to those around us that makes Goodrich

a good investment, a good partner, a good citizen and

a good neighbor.
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David L. Burner
Chairman and
Chief Executive Officer

LETTER to Shareholders

AN

The year 2002 was a time of great introspection for many
American corporations due to the reprehensible behavior
of a few. At Goodrich, we examined our ethical bearings
and found what we already knew: our historic emphasis
on a culture of personal responsibility and accountability
has produced a strong foundation of fair and ethical
behavior that extends from the corporate offices to the

manufacturing floor.




A high standard of ethics at Goodrich is an enduring tradition

that has remained at the heart of everything we do during a period
of great transformation. Although our business products, services
and locations have changed dramatically over our 132-year
history, our standards for honesty, integrity and fairness have
remained constant. Our commitment to fair, ethical and appro-
priate behavior is supported by comprehensive internal review
and reporting systems and dedication to open and unrestricted
communication. We will remain committed to these high stan-
dards on behalf of our fellow employees, our customers, our

communities and our shareholders.

A Focused Global Leader

Over the past two decades, Goodrich has purposefully evolved
from a commodity products business, with varied financial per-
formance, into a focused aerospace systems supplier. We have
achieved leadership positions across a broad variety of global
platforms with strong profit margins, stable financial perform-
ance and a clear vision of who we are and where we're going.
The transformation culminated with the acquisition in 2002 of
the TRW Aeronautical Systems businesses, which expanded our
business base and global footprint to the point that no other
company in the aerospace industry has a broader array of lead-
ership positions than Goodrich. We intend to build upon this

base as the company continues to evolve.

Well-Positioned for the Future

The current business climate is challenging, and we are not
happy with our stock price performance. We are experiencing
a down cycle in the commercial aviation market exacerbated

by a weak economy and an uncertain global political situation.
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Transformation Highlights:

1986 — Sale of tire division provides
capital to begin transformation

1990 — Acquisition of Simmonds
Precision begins to build systems
platform

1993 — Acquisition of Cleveland
Pneumatic and Rosemount
Aerospace broadens platform
positions

1993 — Spin-off of PVC business
sharpens focus on aerospace

1997 — Acquisition of Rohr adds key
positions on major platforms

1999 — Acquisition of Coltec
Industries significantly broadens
aerospace market presence

2001 - Sale of Performance
Materials completes exit from
chemical industry

2001 — New name and identity
rolled out

2002 — Spin-off of Engineered
Industrial Products accelerates
transformation into an aerospace
business

2002 — Acquisition of Aeronautical
Systems enhances balance across
the aerospace systems portfolio

4 Goodrich Corporation

But we believe that no other company in our industry is better
positioned to capitalize on the expected recovery of the market
and the economy. Some aspects of our strength may not be fully
apparent, and for that reason we are using this annual report to
point out “What You Don't See.”

This new year will mark another important chapter in the
transformation of Goodrich as | move toward retirement and
Marshall Larsen succeeds me as chief executive officer. Marshall
has shouldered increased responsibilities within the company,
particularly with the rapid consolidation of the aerospace market-
place, our aggressive acquisition program and the subsequent
integration opportunities. He has demonstrated that he is the
right person to lead the company in the future and to face the
challenges of the global economy and geopolitical issues. Not
only do those of us at Goodrich feel confident in Marshall, but
the industry as a whole has demonstrated its trust in his leader-
ship abilities by naming him to a term last year as chairman of
the Aerospace Industries Association. He was at the helm of the
association during the period of crisis that followed September 11
and he handled his duties with distinction. Marshall is now in
a position to pilot the transformed company to the next level
of success.

As | turn over the leadership of Goodrich to Marshall,

I want to thank you, the shareholders, for giving me this oppor-
tunity to serve. | especially want to thank our thousands of loyal
and dedicated employees for their commitment and support;
they are our greatest asset and the foundation for success in

the years ahead.



| am extremely proud of the new Goodrich that we have
created. | look back on several critical junctures when we decided
to take dramatic and aggressive action to change the very nature
of the company. Beginning in the mid-1980s, we began to trans-
form the company by divesting the traditional BFGoodrich tire,
chemical and industrial rubber businesses, while investing in our
aerospace franchise. The Goodrich aerospace base was further
strengthened over time with numerous acquisitions and invest-
ments, including the important acquisitions of Simmonds
Precision in 1990, Cleveland Pneumatic and Rosemount
Aerospace in 1993, Rohr in 1997, Coltec in 1999 and TRW
Aeronautical Systems in 2002. These structural business
changes required significant changes in the organization and
infrastructure of the company. These aggressive actions required
courage on the part of the entire Goodrich organization, the
unswerving support of our Board of Directors and excellence in
execution. | never had a doubt that we would succeed.

I have enjoyed every moment at Goodrich. | am deeply
grateful to have been entrusted with the great honor of serving you,
and | wish Marshall Larsen and all of our employees every success

as they lead this great corporation to an even greater future.

David L. Burner
Chairman and Chief Executive Officer

February 21, 2003
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Q&A with Marshall Larsen

Q. Your election asichairman
of the Aerospace Industries
Association couldn't have
come at a more difhicult time,
during the September 11, 2001,
tragedies. What do you think
the future holds for the
aerospace industry in genera!
and for Goodrich in particular,
and what steps will you

take to prepare for it?

Q. How hard is it going
to be to get a portfolio
this broad to perform?

Goodrich is still digesting the
$1.5 billion acquisition of
TRW Aeronautical Systems.
How will you insure that the
integration of this and other
acquisitions goes smoothly?

Q. What's behind your recent
reorganization into three
business segments?

N

N

Marshall Larsen will take the
helm as chief executive officer
effective on April 15, 2003.

In the following question and
answer session, he describes
his vision for Goodrich’s future.

A. We are living through a challenging period, but there is no doubt that air travel in general
and the aerospace industry in broader terms are going to recover. Air travel is an integral
and essential part of our lives — and a foundation of the global economy. As for Goodrich,
it has undergone a transformation led by Dave Burner as chairman and CEO. His intelli-
gence and vision have presented us with an unequalled portfolio of products and services.
We are now in a position to excel as the market picks up. My job in the near term is to
make sure our portfolio performs. We have the assets and the industry positioning, and
it’s my job to make sure that we execute on the fundamentals and that the business per-
forms to its full potential.

A. The businesses we acquired from TRW have significantly enhanced our portfolio of aero-
space products and services. They are a perfect strategic fit. Our focus for the next year is to
integrate those businesses and generate excellent performance across all our activities. We will
manage the new businesses, as we have successfully done with our previous acquisitions, to
realize the full potential of their strong market positions. We also intend to capitalize on the
technical capabilities they have and, most important, to operate them in the Goodrich culture,
which focuses on individual responsibility, accountability and performance.

A. The reorganization was driven by our desire to align more closely with our customers.
The breadth of our portfolio allows us to structure ourselves into three easy-to-understand
segments: Airframe Systems, Electronic Systems and Engine Systems. This alignment
enables us to focus better on our customers and to provide better leverage between
product lines in similar areas of the aerospace market. It will also facilitate the integration
of the Aeronautical Systems businesses and help achieve the accountability that is one

of the foundations of the Goodrich approach. One of the first things we have to do is to
successfully deploy this alignment across the customer base. We've always had good rela-
tionships with our customers, but we want them to see Goodrich as a complete suite of
capabilities rather than as individual parts.




Q. How will you get more
value out of your
broadened portfolio?

Q. What are your goals for
enhancing shareholder value?

Q. What emphasis are
you going to place on the
company’s various platforms?

Q. Don’t you think Goodrich

is still primarily thought of as a
North American company?

Do you intend for the
company to be regarded as
more of a global player?
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A. We have many opportunities to be more productive in terms of how we connect all the
capabilities and synergies within the portfolio. Specifically, we are putting more energy into
delivering cost efficiency through supply chain integration and, of equal importance, pro-
ductivity gains through continuous process improvement (CPI). For instance, we're going
to better leverage our economies of scale to achieve better prices across a broad range of
products and materials. CPl means looking at the way we manufacture things, the way we
process orders and the way we engineer new products and then making them more effec-
tive and more efficient. We're already using ‘lean’ manufacturing techniques across our
business. In addition, we found great expertise in Six Sigma within the Aeronautical Systems
businesses and we are combining this with other tools to enhance our CPl approach.

A. Having transformed our business into a global leader in aerospace, we intend to focus
on operational excellence and to deliver enhanced value to our customers and shareholders.
We will build on our excellent cash flow performance in 2002, and strive to further
strengthen our balance sheet.

A. Under Dave Burner's leadership we have created a focused aerospace systems company
with global leadership in distinctive systems platforms like landing gear, and wheels and
brakes. The acquisition of Aeronautical Systems added leadership positions in actuation
systems, cargo systems, engine control systems and power systems. We are now No.1

or No. 2 on a global basis in many of the major system platforms that are required on
every single aircraft that flies. Nobody else has as many platforms. Goodrich can use this
positioning and expertise to assure an active role in any new aircraft program, worldwide.

A. We may be headquartered in North America, but we have operations worldwide and we
serve a global market. Nearly 40% of our sales and one-third of our employees are outside
the United States. We are balanced in our portfolio across Boeing and Airbus, across busi-
ness and regional aircraft, military and commercial, and space markets. So, yes, we think
our worldwide partnerships make us a serious global player in the industry and we intend
to be recognized as such.
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Working smarter for BOEING:

Even after working on the Boeing C-17 for nearly two decades, Goodrich is

stili finding ways to do things better.

Goodrich provides the massive landing gear that enables the 174-foot-long
C-17 to land on small, austere airfields around the world while carrying a pay-
load of 160,000 pounds. Boeing recently asked Goodrich to revamp the
installation of the landing gear by taking on additional assembly work earlier

in the manufacturing process at Long Beach, California.

“We saved time and money and it even resulted in more work for Goodrich,”
says Bill Stowers, Boeing's vice president for Supplier Management and
Procurement, Integrated Defense Systems. He notes that Goodrich improved
a process that was originally begun 17 years ago with the inception of the

C-17 program.

“No matter how mature the program, if you put your heads together and
develop a strong working relationship, there are always additional opportunities,”

Stowers says.

Goodrich products are found on virtually every aircraft Boeing manufactures,
both military and commercial, and the relationship between the two companies

dates back 70 years, into the pioneer era of aerospace.

“Boeing and Goodrich work very closely together,” Stowers says. “We are
capitalizing on each other’s strengths. There is a strong sense of teamwork
in the working relationship between our companies.” And, he says, the com-
panies work together from bottom to top: “from manufacturing at the site

levels up to the enterprise level.”

Boeing has built its foundation on ethical standards and Stowers believes
Goodrich has the same high values: “Sharing values in terms of ethics, quality
and trust is extremely important as we align ourselves with our customers

and around common goals and objectives.”
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Strategic ally with LOCKHEED MARTIN:

In Fort Worth, Texas, Goodrich employees work elbow to elbow with the
Lockheed Martin team that is busily designing the F-35 Joint Strike Fighter
(JSF), scheduled for rollout in 2005,

The Goodrich employees are a trusted and integral part of the massive effort
to produce approximately 3,000 of the stealthy tactical aircraft for the U.S.
Air Force, Navy and Marine Corps and the United Kingdom’s Royal Navy and
Royal Air Force.

Lockheed Martin's corporate vision is “to be the world’s best advanced
technology systems integrator,” and it looks to companies such as Goodrich
to provide world-class systems at affordable prices. For the |SF, Goodrich is
responsible for integrating the landing system, and is supplying the weapons
bay door actuation system. For the Short Takeoff Vertical Landing (STOVL) ver-

sion, it is also providing the Lift-Fan™ power drive shaft and anti-icing system.



“We have a very good relationship with the Goodrich landing gear team,” says Guy

Grosgebauer, Lockheed Martin’s Senior Manager of Procurement on the |SF Program.

Goodrich has signed a Strategic Supplier agreement with Lockheed Martin, which
means the manufacturer will share its plans of mutual interest with Goodrich for
future research and development projects with open architecture across multiple air-
craft platforms. In addition, Goodrich is a member of the JSF Strategic Supplier
Advisory Council helping develop the program.

Goodrich systems and service capabilities can be found across a vast array of other
Lockheed Martin aircraft, from the F-16 to the C-130. Sloan Turner, Lockheed Martin's
Manager of Procurement for Strategic Supplier — Goodrich, notes that Goodrich's

slogan is “We're on it.”

“In our case, they're all over it,” says Turner. “And dealing with Goodrich is not just a
business-card exchange. They are not just our supplier, they are our strategic supplier —

they're our ally.”
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Goodrich is responsible for integrating the
landing gear system for the F-35 joint Strike
Fighter being designed by Lockheed Martin
and scheduled for rollout in 2005. Goodrich is
on the JSF Strategic Supplier Advisory Council
helping develop the stealthy tactical fighter.
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Scoring high for SOUTHWEST:

Selving maintenance challenges

Goodrich has developed innovative ways to
deliver maintenance, repair and overhaul

(MRO) services to its customers.

Expressjet wanted to manage repair services
efficiently as it increases the size of its fleet

of Embraer jets to a total of 274 aircrafi. The
answer was Goodrich Customer Services’ asset
management solution that provides mainte-
nance, repair and support services for a fixed

hourly rate over a 10-year period.

South African Airways decided to outsource

the management of some of its repairs through
Goodrich Customer Services' total global repair
maintenance solution. Using the online total
repair management system, SAA improved
turnaround times on repair parts by approxi-
mately 25 percent from point of pickup to
point of delivery.

Southwest Aitlines sends its fleet of Boeing 737s to Goodrich’s million-
square-foot facility in Everett, Washington, for regularly scheduled heavy

maintenance.

Over their 27-year relationship, Goedrich has maintained and delivered more
than 8co Southwest aircraft. Many of these aircraft have undergone a com-

plete overhaul (heavy check) that is required every 10 years.

Southwest felt the heavy maintenance process was taking too long — in some
cases as long as 42 days — and urged Goodrich to make a significant reduction

in the amount of time the overhauls took.

“The more aircraft that are in the air, the more money we’re making,” explains

Jim Sokol, Southwest's vice president of maintenance and engineering.

Goodrich responded and by 2002 had cut over a week off the heavy mainte-
nance process. |t now takes just 32 days into which the company packs

roughly 25,000 labor hours of work.

“Goodrich senses the urgency of our needs. They are inspired to do what is

best — and | mean that very passionately,” Sokol says.

About 300 Goodrich employees are assigned to work exclusively on
Southwest's aircraft, and the team is on the job 24 hours a day, seven days
a week. Every three months, the two companies get together for a rigorous

performance review.

“We talk very candidly about ways to improve business aspects,” Sokol says.
In early 2003, Southwest awarded Goodrich the highest score Southwest has

ever given a major maintenance provider.

Says Sokol, “They understand our work program and our philosophies and

act as an extension of Southwest Airlines. They really do a fantastic job.”
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Goodrich employees work around the clock in
Everett, Washington, performing maintenahce
on Southwest Airlines’ fleet of Boeing 737s.
Every 10 years, the aircraft are given a complete
overhaul, and Goodrich cut over a week O‘ﬂ’th,"
maintenance process during 2002.
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Developing new technology for AIRBUS:

The double-decker Airbus A380, the largest airliner ever to be built, will

enter commercial service in 2005 with several technological advances

from Goodrich.

Video breakshrough will protect pilots
One of the major challenges for Goodrich was to create an evacuation system

In the aftermath of September 11, airlines wanted for an aircraft that stands 79 feet tall, stretches nearly the length of an

additional ways to protect their pilots from attack. American football field and will carry 555 passengers.

Airbus decided to do more than simply meet U.S, . . . .
“The evacuation slides are not only made of new high-tech materials, but
requirements for reinforced cockpit doors. It wanted ) i )
. , they also have a number of innovations around the inflation system and
pilots to see who was on the other side of the

secure door even the adhesion of components,” says Ray Wilson, executive vice president
of procurement for Airbus. “The innovations have resulted in a much

Goodrich responded with a three-camera video . ,
lighter product.”
surveillance system, the first of its kind, which

securely monitors the cabin side of the cockpit As one of Airbus' top five equipment suppliers, Goodrich is also providing the
door as well as the galley. The new system is such main landing gear for the A380, as well as innovative LED-based exterior
an obvious safety benefit that iBritish Ainvays and lighting, breakthrough variable frequency technology for the aircraft’s power
Virgin Atlantic want the cameras for their entire

generation, actuation systems and other products.

fleet of aircraft.
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“We challenged Goodrich to get some significant weight out of the landing
gear,” Wilson says. “The loads and energy to be absorbed by the gear were
higher than our previous estimates when it came to final calculations, which
potentially added weight to the landing gear. Goodrich had no contractual
obligation to do so, but they put together a team and worked with our guys
and gave us quite remarkable results in a short period. It impressed our

organization enormously.”

Airbus and Goodrich share a common philosophy that technology is a means

to the end of improving cost-performance, he says.

Wilson has gotten to know executives across Goodrich and appreciates
their customer orientation, candor and ethical behavior. “Sometimes they're

tough and aggressive,” he adds. “But that’s what | expect from good

business people.”

Tl Aldlbrs herg as @
imagewill en
gommercial service in' 2005 Jfeaturing
. several Goodrich innovations, including
.-an advanced-evacuation system and
_breakthrough variable frequency power
~ generation technology. The A380 will
. be the largest.airliner-ever built.

, seegece86280

goee
rL .’800@0800060000@00&8666 ;
| o

aee
*iilllii!iili‘i!l‘ll! sssanarts

TXLRRARARRR.

Image provided by Airbus



16 Goodrich Corporation

World class reconnaissance for RAF RAPTOR:

From 24,000 feet in altitude and a distance of
58 miles, the image produced by the Raptor
airborne reconnaissance system is clear enough

to identify types of vehicles crossing a bridge.

Unclassified Crown Copyright / MOD

For six years, Goodrich has worked with the United Kingdom’s Ministry of
Defence and the Royal Air Force to develop the Raptor program, the highest-

performance, lowest-risk airborne reconnaissance system in the world.

Today, Goodrich employees are on site with RAF personnel around the world
working as a team with Tornado GR4 aircraft equipped with 20-foot Raptor
Reconnaissance Airborne Pods. These teams will have eight pods to equip
its Tornado jets with by the end of the year. The pods contain the Goodrich
DB-110 camera system, a recorder, a mission control system and a data link
system. Raptor provides a digital, electro-optic and infrared system that cap-
tures images day or night and transmits the data to a ground station where
it is analyzed and forwarded to commanders within minutes. The images are
transmitted to the ground team via a radio frequency data link in near-real
time. When the curvature of the earth interferes with the signal, the image

can be recorded and transmitted when the aircraft is back in range.



Unclassified Crown Copyright / MOD

Because of the system’s long-range capability, the Tornado can fly at medium
altitude and record images at significant distances. From 24,000 feet in
altitude and a distance of 58 miles, the image produced is clear enough to
identify types of vehicles crossing a bridge! The distances provide an impor-
tant safety factor for the two-person Tornado crew, which also has the tactical
freedom to override the pre-programmed flight plan to take images of unan-

ticipated sites of interest.

The teamwork between Goodrich and the Ministry of Defence has given the RAF

the only operational airborne reconnaissance system in its class in the world.
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A partner with our world COMMUNITIES:

Goodrich has made its reputation by establishing long-term partnerships
that benefit its customers. The company takes the same approach with

worthy causes that help make the world a better place.

A prime example is the ORBIS program, which operates a DC-10 flying eye
hospital. The aircraft travels to developing countries where an international
medical team performs eye surgeries and shares its skills with eye care pro-

fessionals from the host nations.

Goodrich has donated services to the DC-10 since 1996. The Goodrich
Aircraft Interior Products (AIP) Service Center network has provided overhaul
service for the aircraft’s evacuation system as well as new seat assemblies
for the pilot/co-pilot and first officer seats. AlP also donated inspection

and overhaul services.

Goodrich Aviation Technical Services also began working with ORBIS in
2002 and donated 600 labor hours to install a global positioning system

on the airplane.
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Goodrich donates services to the DC-10
flving eye hospital operated by the ORBIS
program, whose doctors perform eye
surgeries in developing countries and share
their skills with local physicians. Goodrich
recently put a new global positioning system

on the aircraft.

Shown are:
MaryAnn Miller - Vice President of Human

Resources, Aircraft interior Products

Christine Probett — President,

Aircraft Interior Products

Keith Norgren — Vice President of
Mature Products and Services, Aircraft

Interior Products

In the United Kingdom, Goodrich is an active partner in the Schools

Aerospace Challenge, which invites design entries from teenagers to com-
pete for a chance to attend a special summer session at Cranfield University
and win a prize of £5,000 (approximately US$8,000). This year's contest
solicited ideas for future versions of the Joint Strike Fighter. Goodrich engi-
neers provide guidance to the students and have found that the program not
only builds goodwill but gives young people a fascinating introduction to the

aerospace industry.

“We've found that the ones who haven’t had a strong engineering background
have gone through this rewarding experience and gone away thinking, ‘Gosh,
that was really quite interesting, so rather than becoming a banker, | might

become an aircraft designer,” says Graham Stark, a leader of the Challenge.
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WHAT YOU SEE, WHAT YOU DON’T SEE: The Goodrich Platform.

Electronic Systems

The Hubble Space Telescope,
NASA's space-based observatory,
was used to accurately compute
the mass of a recently discovered
planet orbiting a distant star.
The measurement was made
possible by use of Hubble's Fine
Guidance Sensors, a Goodrich
technology. The sensors are key
components in the telescope’s
pointing control system.

Power Systems

Power Generation &
Distribution Systems

Rescue Hoists

Cargo Winches

Aircraft Interior Products
Evacuation Slides

Life Rafts

Seating Systems

Propulsion Systems

Military Aircrew Escape
Systems

Propulsion Products

Space & Missile
Applications

Fuel & Utility Systems
Fuel Management Systems

Fuel Measurement
Systems

Health & Usage
Management Systems

Fire Suppression Systems

Proximity Sensing Systems
Brake Control Systems

Optical & Space Systems

Optical Systems &
Precision Components

Space-Based Astronomical
Telescopes

Launch Vehicle Avionics

Spacecraft Avionics,
Sensors and Actuators

Laser Warning Systems

Sensor Systems
Primary & Standby Air
Data Systems

Ice Detection Sensors &
Systems

Rate Gyros & Inertial
Sensors

Video Surveillance
Systems

Engine Temperature &
Pressure Sensors

De-lcing & Specialty
Systems

Ice Protection Systems
Potable Water Systems
Specialty Heating Systems

Avionics Systems
Collision Avoidance
Display Systems
Weather Avoidance
Standby Instruments

Navigation Systems

Lighting Systems
Interior Lighting Systems
Exterior Lighting Systems
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Airframe Systems

Goodrich produces

a range of efficient, state-
of-the-art landing systems
for commercial jets,
bombers, transports,
general aviation aircraft,
helicopters and fighters,
including the Lockheed
Martin F-16.

Actuation Systems

Flight Control Actuation
Systems

Engine and Nacelle
Actuation

Helicopter Rotor Actuation
Utility Actuation

Missile Actuation

Landing Gear
Landing Gear Systems

Wheels & Brakes
Aircraft Wheels

Steel Braking Systems
Carbon Braking Systems

High Temperature
Composite Coatings

Aviation Technical Services
Airframe Maintenance
Aircraft Modifications

Component Repair
& Overhaul

Customer Services

Maintenance Repair
& Overhaul Order
Transactions

Spares Order Transactions
Field Service
AQOG Support

(for former Aerorautical Systems businesses}

Engineered Polymer
Products

Acoustic Windows
& Sonar Domes

Engineered Composites

Engine Systems

Goodrich’s Turbine Fuel
Technologies business
specializes in the design,
development, and manu-
facture of gas turbine
fuel injection compo-
nents and systems for
aviation and industrial
gas turbine engines.

Engine Control Systems
Electronic Engine Controls

Hydromechanical Engine
Controls

Fuel Pumping & Metering
Systems

Cargo Systems

Mechanical
Components/Systems

Electrical Control Systems

Power Drive Systems

Aerostructures
Nacelles & Pylon Systems

Other Specialized
Aerostructures

Turbine Fuel Technologies

Gas Turbine Fuel Injection
Components

Turbomachinery Products

Gas Turbine Engine
Components
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Senior MANAGEMENT

N

David L. Burner
Chairman and Chief Executive Officer

Marshall O. Larsen
President and Chief Operating Officer

Terrence G. Linnert
Executive Vice President, Human Resources
and Administration, General Counsel

Ulrich (Rick) Schmidt
Executive Vice President and
Chief Financial Officer

Stephen R. Huggins
Senior Vice President, ‘Strategic Resources
and Information Technology

BOARD of Directors

Jerry S. Lee
Senior Vice President, Technology
and Innovation

John |. Carmola
Segment President, Engine Systems

Cynthia M. Egnotovich
Segment President, Electronic Systems

John |. Grisik
Segment President, Airframe Systems

Joseph F. Andoline
Vice President, Business Development
and Tax

Robert D. Koney, Jr.
Vice President and Controller

Scott E. Kuechle
Vice President and Treasurer

Alexander C. Schoch
Vice President, Associate General
Counsel and Secretary

David L. Burner

Chairman and Chief Executive Officer
Goodrich Corporation.

Director since 1995. (1)

Diane C. Creel

President and Chief Executive Officer
Earth Tech, an international consulting
engineering company.

Director since 1997. (2,5)

George A. Davidson, Jr.

Retired Chairman

Dominion Resources, Inc., a natural gas
and electric power holding company.
Director since 1991. (2,5)

Harris E. Deloach, jr-

President and Chief Executive Officer
Sonaco Products Company, a worldwide,
vertically integrated packaging company.
Director since 2001. (2,3)

James |. Glasser

Chairman Emeritus

CGATX Corporation, a transportation, storage,
leasing and financial services company.
Director since 1985. (1,2.4)

James W. Griffith

President and Chief Executive Officer

The Timken Company, an international man-
ufacturer of highly engineered bearings, alloy
and specialty steels and components.
Director since 2002. (2,3)

William R. Holland

Retired Chairman

United Dominion Industries, a
diversified manufacturing company.
Director since 1999. (4,5)

Marshall O. Larsen

President and Chief Cperating Officer
Goodrich Corporation

Director since 2002.

Douglas E. Olesen

Retired President and Chief Executive Officer
Battelle Memorial Institute, a worldwide
technology organization working for
government and industry.

Director since 1996. (3,5)

Richard de ). Osborne

Chairman of the Board (retired)

ASARCO Incorporated, a leading producer
of nonferrous metals.

Director since 1996. (3,4

Alfred M. Rankin, |r.

Chairman, President and Chief

Executive Officer

NACCO Industries, Inc., an operating
holding company with interests in the min-
ing and marketing of lignite, the
manufacturing and marketing of forklift
trucks and the manufacturing and
marketing of small household appliances.
Director since 1988. (1,3,5)

James R. Wilson

Retired Chairman, President and

Chief Executive Officer

Cordant Technologies, a leading producer
of solid-propellant rocket motors, high-
performance fasteners used in commercial
aircraft and industrial applications, and
components for aircraft and industrial gas
turbine engines.

Director since 1997. (2,4)

A. Thomas Young

Retired Executive Vice President

Lockheed Martin Corporation, an aerospace
and defense company.

Director since 1995. (3.5)

Committees of the Board

(1) Executive Committee

(2) Compensation Committee
(3} Audit Review Committee
(4) Committee on Governance
(5) Financial Policy Committee
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An Ethical TRADITION

Goodrich's ethicai foundation is built on four principles: integrity,

mutual respect, responsibility and corporate citizenship.

+ Integrity drives our commitment to customers, suppliers,
fellow employees and others with whom we interact.
We embrace truthfulness and trust. We say what we mean,

and we deliver what and when we promise.

- Mutual respect creates an environment based on teamwork
and trust. We value the differences and the similarities in our

customers, suppliers, fellow employees and communities.

» Responsibility makes us accountable for accepting the
consequences of our behavior. We strive for excellence in
everything we do. We are expected to adhere to the highest

legal and ethical standards.

« Corporate citizenship requires that we operate our businesses
in a manner that respects and complies with all applicable

laws and regulations. We respect the environment.

Financial HIGHLIGHTS

To help maintain commitment to these principles, Goodrich
has recently adopted its updated Business Code of Conduct.
The Code, which applies to our directors, officers, employees
and others acting on behalf of the company, identifies funda-
mental legal and ethical principles for conducting all aspects
of business. From product integrity on the factory floor to
corporate governance in the boardroom, all of us are expected
to adhere to these standards and to report any violations. An
extensive program of live and on-line training supports the
Code. The company employs a full-time Director of Ethics and
Business Conduct, and provides a Helpline to address prob-

lems and concerns about ethical or legal issues.

For more information on Goodrich's ethics policy contact the
Ethics and Business Conduct Office at 704/423-7576, e-mail

alanna.roberts-lal@goodrich.com or write to:

Goodrich Corporation

Attention: Director, Ethics & Business Conduct
Four Coliseum Centre

2730 West Tyvola Road

Charlotte, NC 28217-4578

Analysis starting on p2s.

For the year (dollars in millions, except per share amounts) 2002 2001 % Change
Sales $3,910 $ 4,18g (6.6%)
Segment operating income! $ 533 § 644 (17.3%)
Segment operating margins® 13.6% 15.4%
Net Income® $ 244 $ 306 (20.3%)
Free cash flow® $ 487 $ 223 118.9%
Return on average shareholders’ equity” 21.3% 23.7%
Net Income per Share®
Basic $ 235 $ 2.97 (20.9%)
Diluted $ 231 $ 2.8y (19.5%)
Dividends per share $ 0.88 $ w0 (20.0%)
Shares outstanding 17.1 101.7

(1) Excludes special items. We believe excluding special items provides meaningful additional information on our operating results. Amounts adjusted to exclude
special items should not be construed as an alternative to amounts determined in accordance with GAAP. Because amounts adjusted to exclude special
items are not calculated in the same manner by all companies, our presentation may not be comparable to other similarly titled amounts reported by other
companies. For a reconciliation of non-GAAP financial measures to the most directly comparable GAAP measures, see Management’s Discussion and
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of Financial Condition and Results of Operations
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You should read the following discussion in conjunction with the audited
consolidated financial statements of Goodrich Corporation included elsewhere in
this document.

This management’s discussion and analysis of financial condition and results
of operations contains forward-looking statements. See “Forward-Looking
Statements” below and “Certain Business Risks” in Item 1 of our Annual Report on
Form 10-k for a discussion of the uncertainties, risks and assumptions associated
with these statements.

As discussed below, the Company’s engineered industrial product (EIP) and per-
formance materials (PM) segments have been accounted for as discontinued
operations. Unless otherwise noted herein, disclosures pertain only to the Company's
continuing operations.

Special items, as used throughout “management’s discussion and analysis of
financial condition and results of operations” include restructuring and consolida-
tion costs, certain gains or losses on the sale of businesses, results of discontinued
operations, cumulative effect of a change in accounting, asset impairment
charges and acquisition-related charges including the step-up of inventory and in-
process research and development.

Overview

We are one of the largest worldwide suppliers of components, sys- .

tems and services serving the commercial, regional, business and
general aviation markets. We are also a leading supplier of aircraft
and satellite systems products to the global military and space mar-
kets. Our business is conducted on a global basis with manufactur-
ing, service and sales undertaken in various locations throughout
the world. Our products and services are principally sold to cus-
tomers in North America and Europe.

Acquisition of Aeronautical Systems

On October 1, 2002, we completed our acquisition of Aeronautical
Systems from TRW Inc. for approximately $1.5 billion in cash. At the
time of acquisition, the acquired businesses employed approximately
6,200 employees in 22 facilities in nine countries, including manufac-
turing and service operations in the United Kingdom, France, Germany,
Canada, the United States and several Asia/Pacific countries. Refer to
Note B to the accompanying Consolidated Financial Statements.

We financed the acquisition through a $1.5 billion, 364-day credit
facility provided by some of our existing lenders. This facility expires
on July 29, 2003. In the fourth quarter of 2002, we repaid $1.3 billion
of the credit facility primarily through the use of cash flow from
asset monetizations, cash flow from operations, the successful
completion of a secondary offering of common stock for net pro-
ceeds of $216.2 million and the issuance of $8c0o million of 5 and 10-
year notes for net proceeds of $793.1 million. The proceeds from the
pending sale of our Avionics business, which was announced in
January 2003 will be used to reduce the balance of the credit facility.

As a result of integration activities with respect to Aeronautical
Systems, we expect to realize annual cost savings of approximately
$30 million to $40 million, net of anticipated incremental costs, by
the beginning of 2005. These cost savings are expected to result
from consolidation of duplicate facilities, reduction of personnel,
reduction of expenditures, expansion of procurement initiatives and
the use of best practices across the combined businesses.

Spin-off of Engineered Industrial Products

On May 31, 2002, we completed the tax-free spin-off of our
Engineered Industrial Products (EIP) segment. The spin-off was
made through a tax-free distribution to our shareholders of all of the
capital stock of EnPro Industries, Inc. (EnPro), a subsidiary that we
formed in connection with the spin-off. In the spin-off, our shareholders
received one share of EnPro common stock for every five shares of our
common stock owned on May 28, 2002, the record date.

At the time of the spin-off, EnPro’s only material asset was all of the
capital stock and certain indebtedness of Coltec Industries Inc
(Coltec). Coltec and its subsidiaries owned substantially all of the
assets and liabilities of the EIP segment, inciuding the associated
asbestos liabilities and related insurance.

Prior to the spin-off, Coltec also owned and operated an aerospace
business. Before completing the spin-off, Coltec’s aerospace busi-
ness assumed all intercompany balances outstanding between
Coltec and us, and Coltec then transferred to us as a dividend all the
assets, liabilities and operations of its aerospace business, includ-
ing these assumed balances. Following this transfer and prior to the
spin-off, all of the capital stock of Coltec was contributed to EnPro,
with the result that at the time of the spin-off Coltec was a wholly-
owned subsidiary of EnPro.

In connection with the spin-off, we and EnPro entered into a distri-
bution agreement, a tax matters agreement, a transition services
agreement, an employee matters agreement and an indemnification
agreement, which govern the relationship between us and EnPro
after the spin-off and provide for the allocation of employee benefits,
tax and other liabilities and obligations attributable to periods prior
to the spin-off.

The spin-off was recorded as a dividend and resulted in a reduction
of our shareholders’ equity of $409.1 million representing the
recorded value of the net assets of the business distributed, includ-
ing cash of $47.0 million. The distribution agreement provided for
certain post-distribution adjustments relating to the amount of cash
to be included in the net assets distributed. At December 31, 2002,
the final adjustment had been calculated and is subject to a dispute
resolution process. We expect that the effect of the final resolution
of this process on our Consolidated Financial Statements will
be immaterial.

The $150 million of outstanding Coltec Capital Trust 51/4 percent
convertible trust preferred securities (TIDES) that were reflected in
liabilities of discontinued operations remained outstanding as part
of the EnPro capital structure following the spin-off. The TIDES are
convertible into shares of both Goodrich and EnPro common stock
until April 15, 2028. We have guaranteed amounts owed by Coltec
Capital Trust with respect to the TIDES and have guaranteed
Coltec’s performance of its obligations with respect to the TIDES
and the underlying Coltec convertible subordinated debentures.
EnPro, Coltec and Colitec Capital Trust have agreed to indemnify us
from any costs and liabilities arising under or related to the TIDES
after the spin-off.




26 Goodrich Corporation

Management’s Discussion & Analysis

Prior to the spin-off, Coltec acquired certain call options on our
common stock in order to partially hedge its exposure to fluctua-
tions in the market price of our stock resulting from the TIDES.
These call options remained an asset of Coltec following the spin-off.

Sale of Performance Materials

On February 28, 2001, we completed the sale of our Performance
Materials (PM) segment to an investor group led by AEA Investors,
Inc. for approximately $1.4 billion. Total net proceeds, after antici-
pated tax payments and transaction costs, included approximately
$1 billion in cash and $172 million in payment-in-kind (PIK) debt
securities issued by the buyer, which is now known as Noveon
International Inc. (Noveon). The transaction resulted in an after-tax
gain of $93.5 million. During the second quarter 2002, a dispute
over the computation of a post-closing working capital adjustment
was resolved. The resolution of this matter did not have an effect on
the previously reported gain.

In July 2002, we entered into an agreement with Noveon to amend
certain provisions of the PIK notes held by us to give Noveon the
option to prepay the securities at a discount greater than the original
discount if they prepaid on or before February 28, 2003. As a result
of prepayments made in June and October 2002, Noveon prepaid a
total of $62.5 million of the outstanding principal of the PIK notes
for $49.8 million in cash. Because these prepayments did not
exceed the original discount recorded at the inception of the notes,
no gain or loss was recognized.

Pursuant to the terms of the transaction, we have retained certain
assets and liabilities, primarily pension, postretirement and envi-
ronmental liabilities, of Performance Materials. We have also agreed
to indemnify Noveon for liabilities arising from certain events as
defined in the agreement. Such indemnification is not expected to
be material to our financial condition, but could be material to our
results of operations in a given period.

Cther Acquisitions and Divestitures

Acquisitions

The following acquisitions were recorded using the purchase
method of accounting. Their results of operations have been included
in our results since their respective dates of acquisition. Acquisitions
made by businesses included within the Performance Materials and
Engineered Industrial Products are not discussed below.

During 2001, we acquired a manufacturer of aerospace lighting sys-
tems and related electronics, as well as the assets of a designer and
manufacturer of inertial sensors used for guidance and control of
unmanned vehicles and precision-guided systems. Total considera-
tion aggregated $113.8 million, of which $102.6 million represented
goodwill and other intangible assets.

During 2000, we acquired a manufacturer of earth and sun sensors
for attitude determination and control ejection seat technology; a
manufacturer of fuel nozzles; a developer of avionics and displays;
the assets of a developer of precision electro-optical instrumenta-
tion serving the space and military markets; an equity interest in a
joint venture focused on developing and operating a comprehensive
open electronic marketplace for aerospace aftermarket products
and services; a manufacturer of precision and large optical systems,
laser encoding systems, and visual surveillance systems for day and
night use; and a supplier of pyrotechnic devices for space, missile,
and aircraft systemns. Total consideration aggregated $242.6 million, of
which $105.4 million represented goodwill and other intangible assets.

The impact of these acquisitions was not material in refation to our
results of operations. Consequently, pro forma information is not
presented. See Note B to the accompanying Consolidated Financial
Statements.

Divestitures

During 2002, we sold a business and a minority interest in a business
resulting in a pre-tax gain of $2.5 million. The gain has been reported
in other income (expense) — net.

During 2001, we sold a minority interest in a business, resulting in
a pre-tax gain of $7.2 million. The gain has been reported in other
income (expense) — net.

During 2000, we sold a product line of a business, resulting in a
pre-tax gain of $2.0 million. The gain has been reported in other
income (expense) — net.

For dispositions accounted for as discontinued operations, refer to
Note U to the accompanying Consolidated Financial Statements.

Business Segments

At December 31, 2002, we operated in five business segments:
Aerostructures and Aviation Technical Services; Landing Systems;
Engine and Safety Systems; Electronic Systems; and Aeronautical
Systems. A summary of the products and services provided by our
business segments is presented below.

Aerostructures and Aviation Technical Services

The core products of our Aerostructures division are nacelles,
pylons, thrust reversers and related aircraft engine housing compo-
nents. We are a leading worldwide supplier of nacelles, which are the
aerodynamic structures that surround engines, and pylons, which
are the engine-to-wing structures that support engines and provide
the critical connective conduit for fuel delivery and numerous
engine-driven aircraft systems. In addition, we manufacture a range
of specialized aerostructures, including lightweight, temperature-
resistant auxiliary power unit tailcones for jetliners, corrosion-resist-
ant structures for tactical military aircraft, and rigid cargo barriers
for freighter aircraft. We also manufacture a variety of galley, wing,
nacelle, thrust reverser, flight control surface and assembly compo-
nents for out-of-production aircraft.
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Through our Aviation Technical Services division, we service approx-
imately s5o aircraft each year and are among the largest independent
providers of maintenance, repair, overhaul and modification services
in the world. Services provided by our Aviation Technical Services
division range from the repair of individual components and systems
to heavy maintenance and modifications of large commercial aircraft
and business jet aircraft. We perform comprehensive total aircraft
maintenance, repair, overhaul and modification for many commercial
airlines, independent operators, aircraft leasing companies and air-
freight carriers.

Landing Systems

Our Landing Systems segment provides systems and components
related to aircraft taxi, take-off, landing and stopping. Several
divisions within this segment are linked by their ability to contribute
to the integration, design, manufacture and service of entire aircraft
undercarriage systems, including landing gear, wheels and brakes,
and certain brake controls. We differentiate ourselves from component
suppliers by providing integrated systems, delivered as completely pre-
assembled units to airframe manufacturers. We also provide complete
repair and overhaul services for landing gear, wheels and brakes. In
addition, through our engineered polymer products division, we
design and produce components made from proprietary, high-perform-
ance composite material systems used in naval ships and submarines
to improve acoustic characteristics and reduce radar signature of
exposed superstructures.

Engine and Safety Systems

Our Engine and Safety Systems segment produces a variety of prod-
ucts used in engine systems, including fuel delivery systems, electronic
and mechanical controls, pumps, metering devices, manifolds and
rotating components such as disks, blisks, shafts and airfoils for both
aerospace and industrial gas turbine applications. The segment also
provides evacuation systems such as slides and floats and seats for
pilots, observers and flight attendants. Our de-icing and specialty
systems division produces ice protection systems for general avia-
tion, heating and related systems for large commercial transport air-
craft, and potable water systems for regional and business aircraft.
We also supply electrothermal ice protection systems for airframe,
propeller and helicopter rotor applications and specialty heating
systems, water heaters and other internal and external heated
components for large commercial transport aircraft. Through our
propulsion systems division, we provide research, design, develop-
ment, qualifications and manufacture of advanced aircrew escape
systems. We also supply individual components such as rocket motors
and catapults, pyrotechnic gas generators, ejection seats, precision
electro-explosive devices, propellants, linear actuators, and safety and
arming devices.

Electronic Systems

Our Electronic Systems segment produces a wide array of products
that provide flight performance measurements, flight management,
and control and safety data. We supply a variety of high-performance
sensor systems, such as stall warning systems and systems that

measure, manage and/or monitor aircraft fuel; oil debris; engine,
transmission and structural health; and aircraft motion and control.
We also supply a variety of avionics systems and other instruments,
including warning and detection systems, ice detection systems,
test equipment, aircraft lighting systems, landing gear cables and
harnesses, satellite control, data management and payload systems,
launch and missile telemetry systems, airborne reconnaissance
systems and laser warning systems. In addition, our optical and
space systems division designs and builds high-performance, cus-
tom-engineered electronics, optics and electro-optical products for
defense, aerospace, scientific and commercial applications. We also
produce directiona! surveying equipment for use by companies
operating in petroleum, mining and utility industries.

Aeronautical Systems
Aeronautical Systems manufactures highly engineered systems and
equipment in the following product groups:

« Engine Controls This product group consists of engine contro}
systems and components for jet engines used on commercial and
military aircraft, including fuel metering controls, fuel pumping
systems, electronic control software and hardware, variable
geometry actuation controls, afterburner fuel pump and metering
unit nozzles, and engine health monitoring systems.

o Flight Controls This product group includes actuators for primary
flight control systems that operate elevators, ailerons and rudders,
as well as secondary flight controls systems such as flaps and slats.

o Power Systems This product group consists of systems that
produce and control electrical power for commercial and military
aircraft, including electric generators for both main and back-up
electrical power, electric starters, and electric starter generating
systems, as well as power management and distribution systems.

< Cargo Systems This product group consists of fully-integrated
main deck and lower lobe cargo systems for wide body aircraft.

« Hoists and Winches This product group consists of airborne hoists
and winches used on both helicopters and fixed wing aircraft.

« Actugtion Systems This product group consists of systems that
control the movement of steering systems for missiles as well as
electro-mechanical systems that are characterized by high power,
low weight, low maintenance, resistance to extreme temperatures
and vibrations, and high reliability.

Segment Reorganization

Effective January 1, 2003, we reorganized our organization into three
business segments: Airframe Systems, Engine Systems and Electronic
Systems. The reorganization was designed to enhance communica-
tion and maximize synergies in a streamlined organization. Segment
financial results will be restated effective January 1, 2003 beginning
with the first quarter 2003.
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2002 Results
The following table summarizes our results of operations for 2002
and 2001.

Year-Ended December 31,
2002" 20019

(in millions) 2002  Adjusted 2001 Adjusted
Sales $39102 $39102 %4845 $4,1845
Segment Operating

Income $ 4206 $ 5329 $ 4448 $ 6444
Income from

Continuing ‘

Operations $ 1650 $ 2440 $ 1769 § 3063
Income (loss) from

Discontinued

Operations (11.9) — 123 —
Cumulative Effect of an

Accounting Change (36.1) — — —
Net Income $ 179 $ 2440 § 28g2 § 3063
Diluted EPS $ 114 $ 231 § 276 § 287
Net Cash Provided by

Operating Activities  $  §39.2 $ 3826

Free Cash Flow® $ 487 $ 2225

(1) Results exclude the effect of special items consisting of a $41.3 million
charge ($27.7 million after-tax), or $0.26 per diluted share, for restructuring
and consolidation costs and a $2.4 million gain ($1.6 million after-tax), or
$o.02 per diluted share, from the sale of a business. Results also exclude
special items relating to the acquisition of Aeronautical Systems including
in-process research and development expense of $12.5 million ($12.5 mil-
lion after-tax), or $0.12 per diluted share, and the step-up of inventory
to fair market value and subsequent sales of the inventory resulting in
reduced profit margins of $58.8 million ($39.5 million after-tax), or $0.38
per diluted share. Results also exclude the after-tax effect of a loss from
discontinued operations ($11.9 million, or $0.09 per diluted share) and a
charge for the cumulative effect of a change in accounting for goodwill of
$36.1 million after-tax, or $0.34 per diluted share.

(2) Results exclude the effect of special items consisting of a $107.3 million
charge ($71.3 million after-tax), or $0.67 per diluted share, for restructuring
and consolidation costs, a $94.5 million charge ($62.8 million after-tax),
or $0.59 per diluted share, recorded in cost of sales for inventory adjust-
ments and a $7.2 million gain ($4.7 million after-tax), or $0.04 per diluted
share, from the sale of a portion of our interest in a business. Results
also exclude the after-tax effect of income from discontinued operations
($112.3 million, or $1.11 per diluted share).

(3) Free cash flow is defined as operating cash flow adjusted for cash pay-
ments related to special items of $55.2 million in 2002 and $30.3 million
in 2001 less capital expenditures of $107.3 million in 2002 and $190.5 mil-
lion in 2001. We believe free cash flow provides meaningful additional
information on our operating results and on our ability to service our
long-term debt and other fixed obligations and to fund our continued
growth. Free cash flow should not be construed as an alternative to oper-
ating income (loss) as determined in accordance with generally accepted
accounting principles in the United States (GAAP), as an alternative to
cash flow from operating activities as determined in accordance with
CAAP, or as a measure of liquidity. Because free cash flow is not calculat-
ed in the same manner by all companies, our presentation may not be
comparable to other similarly titled measures reported by other companies.

Special items include restructuring and consolidation costs, gains
or losses on the sale of businesses, results of discontinued opera-
tions, asset impairment charges, other restructuring costs and the
cumulative effect of an accounting change. Special items also
include acquisition-related charges including the step-up of inven-
tory and in-process research and development. We believe that
excluding special items provides meaningful information of our
operating results. Amounts adjusted to exclude special items
should not be construed as an alternative to amounts determined in
accordance with GAAP. Because amounts adjusted to exclude
special items are not calculated in the same manner by all companies,
our presentation may not be comparable to other similarly titled
amounts reported by other companies.

Sales Sales declined in 2002 by $274.3 million or 6.6 percent to
$3,910.2 million from $4,184.5 million in 2001. Sales in 2002 include
$264.4 million from the Aeronautical Systems businesses that were
acquired on October 1, 2002. Sales also include our aerospace lighting
systems business acquired in September 2001. Excluding sales of our
lighting systems business for both years and sales of the
Aeronautical Systems business in 2002, sales declined 13.6 percent
from 2001. Substantially all of our businesses experienced sales
declines except for our pump and engine control business which is
included in the Engine and Safety Systems segment and the optical
and space systems business included in our Electronic Systems seg-
ment. For further information regarding sales changes by business
segment, refer to “Business Segment Performance” below.

Segment QOperating Income Segment operating income was $420.6
million for 2002 and $444.8 million for 2001. Segment operating
income, excluding special items, declined $111.2 million, or 17.3 per-
cent from $644.1 million in 2001 to $532.9 million in 2002. Adjusted
for special itemns as discussed above and for the impact of the oper-
ating income related to the lighting systems business acquired in
September 2001 and the Aeronautical Systems business acquired in
October 2002, segment operating income declined approximately
18.6 percent. The segment operating income decline was consistent
with the sales declines in all of our businesses. In addition, as dis-
cussed in “Business Segment Performance” below, contract loss
provisions of $26.8 million and $5.4 million of pre-certification cost
write-offs recorded by the Aerostructures business in the third and
fourth quarters of 2002 added to the decline. Segment operating
income improved in our pump and engine control and optical and
space systems businesses consistent with the sales improvements
in those businesses. For further information regarding operating
income changes by business segment, refer to “Business Segment
Performance” below.

Income from Continuing Operations Income from continuing opera-
tions, as reported, was $165.9 million in 2002 and $176.9 million in
2001. Income from continuing operations, excluding special items,
declined $62.3 million, or 20.3 percent to $244.0 million in 2002
compared to $306.3 million in 2001. The decline in sales discussed
above was a significant contributor to the income decline. Partially
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offsetting these declines was an increase in interest income in 2002
compared with the prior year resulting, in part, from interest income
on the F-14 aircraft program claim settlement in 2002.

The 2002 special items include the effect of $41.3 million of restruc-
turing and consolidation costs and a $2.4 million gain from the sale
of a business and items relating to the acquisition of Aeronautical
Systems including in-process research and development expense of
$12.5 million and the effect of the step-up of inventory to fair market
value which was sold amounting to $58.8 million.

The 2001 special items include the effect of a $107.3 million charge
for restructuring and consolidation costs, a $94.5 million charge
related primarily to reducing our investment in the B717 program
and in our Super 27 re-engining program, and a $7.2 million gain
from the sale of a portion of our interest in a business.

Income (Loss) from Discontinued Operations Income from discontinued
operations decreased $124.2 million from income during 2001 of
$112.3 million to a loss of $11.9 million during 2002. Sales from dis-
continued operations declined from $828.9 million during 2001 to
$289.5 million in 2002. The 2001 sales included two months of
Performance Material sales of $187.0 million, which did not recur in
2002. In addition, 2002 sales include only five months of EIP sales
due to the EnPro spin-off, which occurred on May 31, 2002. Also, the
decrease results from lower earnings from operations of the EIP
segment, discontinued in 2001, compared to 2002 resulting, in part,
from an $11.0 million pre-tax charge for a court ruling relating to an
employee benefit matter of a previously discontinued business. Fees
and expenses related to the spin-off recorded during 2002 also con-
tributed to the loss. Also, discontinued operations during 2001
include the operations of the Performance Materials segment for
two months and the gain on sale of that segment of $93.5 million.

Cumulative Effect of an Accounting Change During the second quarter
of 2002, we performed the first of the required impairment tests of
goodwill and indefinite lived intangible assets. Based on those
results, we determined that it was likely that goodwill relating to the
Aviation Technical Services “reporting unit" (ATS) had been
impaired. ATS is included in the Aerostructures and Aviation
Technical Services business segment. During the third quarter of
2002, we completed our measurement of the goodwill impairment
charge and recognized an impairment charge of $36.1 million
{representing total goodwill of this reporting unit) which was
nondeductible for income tax purposes, and which was reported
as a cumulative effect of an accounting change retroactively to
January 1, 2002.

Net Cash Provided by Operating Activities Cash flow provided by
operating activities increased by $156.6 million to $539.2 million in
2002 from $382.6 million in 2001. The increase in cash flow from
operations resulted from improved management of Accounts
Receivable and Inventory, and lower estimated tax payments in 2002.

Also included in 2002 cash flow provided by operating activities was
approximately $29.4 million resulting from the sale of an interest rate
swap agreement associated with $200 million of our fong-term debt

and $30.8 million of cash received from the sale of hedges acquired
in the acquisition of Aeronautical Systems. Offsetting the favorable
cash flow was a decrease in Accounts Payable.

Free Cash Flow Free cash flow, defined as cash flow provided by
operating activities adjusted for cash payments of special items less
cash used for capital expenditures, increased $264.6 million to
$487.1 million in 2002 from $222.5 million in 2001. The increase was
principally a result of the increase in cash flow provided by operations.
Cash used to pay special items increased in 2002 by $24.9 million par-
tially reducing the cash provided by operating activities. Improving free
cash flow, however, was a reduction in the level of capital expenditures
in 2002 by $83.2 million from the 2001 levels. Capital expenditures in
2001 included a large expenditure to implement an enterprise
resource planning project in our Aerostructures business that was
substantially complete by the end of 2001.

Outlook

The current world economic and political environment is uncertain
and subject to rapid and radical change. As a result, forecasting with
any degree of accuracy in this environment is difficult. We have
based our outlock for 2003 on various assumptions that may
change over the course of the year. The outlook described below
assumes that there is no significant adverse impact on us and on
our customers from potential military conflicts or acts of terrorism.
Additionally, it does not assume additional airline bankruptcy filings.

Regarding the market segments in which we operate, the outlook
also assumes that the demand for large commercial transport orig-
inal equipment declines in line with manufacturers’ forecasts for
delivery, from 684 deliveries in 2002 to about 550 in 2003.
Aftermarket sales are expected to be relatively flat, as the airlines
continue a slow recovery from the events of September 11, 2001 and
in view of the current economic conditions. Regional and business
sales should show a slight increase in 2003 as deliveries of new
regional jets continue to be relatively strong, and military sales
should increase roughly in line with global military budgets.

Overall sales are expected to increase to between $4.4 billion to $4.5
billion in 2003. These expectations include the full year contribution
of Aeronautical System, and the loss of between $100 miliion to
$200 million in sales associated with businesses such as Avionics,
that are expected to be divested in 2003 and treated as discontinued
operations.

Segment operating income, as reported, is expected to improve in
2003 due to the successful implementation of our restructuring actions,
the expected positive contribution from Aeronautical Systems and
the absence of 2002 acquisition-related charges, including the step-
up of inventory and in-process research and development, and
higher restructuring costs in 2002 than expected in 2003. However,
segment operating income, as reported, will be reduced by higher
pension expense of $49 million in 2003. Overall margins on
segment operating income, as reported, are expected to increase in
2003 for the same reasons as noted for segment operating income,
as reported.
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Based on the assumptions and expectations noted above, we expect
2003 earnings per diluted share, as reported, to be between $1.55
and $1.70. Included in our estimate is approximately $20 million to
$25 million, pre-tax, or between $0.11 and $0.14 per diluted share,
for restructuring activities identified to date. Further weakness in
served markets may result in additional restructuring actions.

Cash flow generation continues to be a key focus for us, and for
2003 we expect cash flow from operating activities to be approxi-
mately $350 million to $400 million. Cash payments in 2003 for
restructurings that have already been announced, or are anticipated
at this time, are expected to be between $35 million and $45 million.
Capital expenditures are expected to be $150 million to $170 million.

Status of Pension Plans

Due to significant declines in the financial markets during 2002, our
pension plans were under-funded at December 31, 2002. During the
fourth quarter, we recognized a non-cash charge to equity of $328
million after-tax. This charge did not impact reported net income,
and will reverse in future periods if interest rate increases, improved
investment results, or contributions cause the pension plans to
return to a fully funded status.

As a result of the under-funded status of the pension plans at year-end
2002 and a reduction in the expected return on plan assets, non-cash
pension expense will be approximately $49 million pre-tax ($33 million
after-tax, or $0.25 per diluted share) higher in 2003 than in 2002. For
2003, total non-cash pension expense is expected to be approximately
$82 million ($55 million after-tax, or $0.47 per diluted share).

Restructuring and Consolidation Activities

During 2002, we initiated a number of restructuring activities in
each of our business segments. The total segment restructuring and
consolidation costs in 2002 were $41.0 million consisting principal-
ly of personnel-related costs at existing businesses and several plant
closures in response to reduced business volumes. As a result of the
current uncertainty in the airline industry and the potential for
changes in the original aircraft manufacturing rates, we continue to
assess the potential for additional restructuring charges to meet
those changes. More detailed information on restructuring and con-
solidation costs is included in Note C to the accompanying
Consolidated Financial Statements.

During 2001, such charges and unusual inventory adjustments
approximated $206.4 million, including $201.8 million from contin-
uing operations and $4.6 million from discontinued operations.
These charges were largely related to the anticipated decline in sales
to the commercial air transport market resulting from the terrorist
attacks of September 11th. As previously announced, these charges
were primarily related to aerospace facility consolidations, a significant
workforce reduction (approximately 3,200 positions), asset impair-
ment charges and costs associated with our investment in the
Boeing 717 program and in the Super 727 re-engining program.

Results of Operations

Total Company

(in millions) 2002 2001 2000
Sales:
Aerostructures and Aviation
Technical Services $11769 $1,4936 $1,4270
Landing Systems 1,038.2 1,149 1,057.7
Engine and Safety Systems 638.8 762.6 644.4
Electronic Systems 791.9 779.2 571.4
Aeronautical Systems 264.4 — —
Total Sales $3,9102 $ 4,845 $3,7005
Operating and Net Income:
Aerostructures and Aviation
Technical Services $ 1609 $ 2260 $ 2066
Landing Systems 140.1 153.1 149.0
Engine and Safety Systems 79.2 131.9 117.5
Electronic Systems 135.3 133.1 17.5
Aeronautical Systems 8.4 — —
Adjusted Segment Operating
Income 532.9 6441 593.6
Restructuring and consolidation
costs (41.3) (107.3) (44.2)
Aeronautical Systems inventory
step-up (58.8) —_ —
In-process research and development  {12.5) — —
Unusual inventory adjustments — (94.5) —
Corporate general and
administrative costs {50.0) (57.7) (59.7)
Total Operating Income 361.3 384.6 489.7
Net interest expense (73.6) (33.7) (102.1)
Other income (expense) — net (18.) (19.2) (20.6)
Income tax expense (93.2) (94.3) (121.3)
Distribution on Trust
preferred securities {ro.5) (10.5) (10.5)
Income from continuing operations 165.9 176.9 235.2
Income (loss) from discontinued
operations — net of taxes (11.9) 112.3 90.7
Cumulative effect of an
accounting change {36.1) — —
Net income $ 1n79 $ 2892 $ 3259

Fluctuations in sales and segment operating income are discussed
within the Business Segment Performance section below.

Restructuring and Consolidation Costs We have recorded restructuring
and consolidation costs in each of the last three years. These costs
are discussed in detail above and in Note C of the accompanying
Notes to Consolidated Financial Statements.

Inventory Step-Up The inventory for Aeronautical Systems was
increased to record it at its fair market value at the time of acquisition.
Subsequent sales of the acquired inventory increased Cost of Sales
and reduced our profit margins.

In-Process Research and Development The charge reflects the valuation
of Aeronautical Systems for in-process research and development
projects that had not reached technical feasibility and had no
alternative future use. The charge was reported in Selling and
Administrative Costs.
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Unusual Inventory Adjustments These costs were classified within
cost of sales and related primarily to inventory adjustments associ-
ated with our investment in the Boeing 717 program and in our
Super 27 re-engining program due to reduced expectations for these
programs. The reduced expectations for the Boeing 717 program
related directly to Boeing’s announced production schedule reduc-
tions for this program during the fourth quarter of 2001, while the
Super 27 reduction in expectations was primarily due to deteriorating
economic conditions and the September 11th terrorist attacks.

Corporate General and Administrative Costs Corporate general and
administrative costs, as a percent of sales, slightly increased in
2002. Such costs, as a percent of sales, were 1.5 percent, 1.4 percent
and 1.6 percent in 2002, 2001 and 2000, respectively. The reduction
in costs in 2001 was primarily due to lower incentive compensation
costs due to the Company's depressed stock price at the end of the
year, partially offset by rebranding costs incurred during 2001 asso-
ciated with the Goodrich name change.

Net Interest Expense Net interest expense decreased $10.1 million
from $83.7 million in 2001 to $73.6 million in 2002. The decrease
was due to an increase in interest income from the PIK notes resulting
from 12 months of interest income in 2002 compared to 10 months
of interest income in 2001. in addition, interest income includes
$5.4 million in 2002 relating to the settlement of a contract dispute
on the F-14 claim. The impact of increased borrowings to finance the
acquisition of Aeronautical Systems businesses in October 2002
was offset by declines in the average interest rates on short-term
financings. We also had higher short-term debt prior to the
Performance Materials sale during the first quarter of 2001 when
interest rates were at significantly higher levels than later in 2001
and 2002.

The significant decrease between 2001 and 2000 was due to the sale
of Performance Materials during the first quarter of 2001. We were
able to reduce our short-term indebtedness with the proceeds from
the sale and record interest income going forward on the PIK notes
issued by the buyer. We recorded $23.3 million and $17.6 million of
PIK interest income during 2002 and 2001, respectively. See addi-
tional discussion of the PIK notes in Note F to the accompanying
Consolidated Financial Statements.

Other Income (Expense) — Net The table below allows other income
(expense) — net to be evaluated on a comparable basis.

Included within other income (expense) — net are gains and losses
from the sale of businesses. Excluding these items, other income
(expense) — net was expense of $20.6 million, $26.4 million and
$22.6 million in 2002, 2001 and 2000, respectively.

The decrease in expenses in 2002 resulted from the sale of an intan-
gible asset ($12.0 million) offset in part by settlement of litigation
and legal fees ($3.5 million), increased minority interest expense
($1.4 million) and lower income from a captive insurance company
($1.4 million).

The increase in costs in 2001 was primarily due to increased retiree
healthcare benefit costs associated with previously disposed of busi-
nesses — mostly related to the Performance Materials disposition
during the first quarter of 2001 (approximately $7 million), and
increased earnings attributable to minority interests (approximately
$5 million), partially offset by higher income from subsidiaries
accounted for under the equity method (approximately $2 million)
and lower costs associated with executive life insurance programs
(approximately $3 million).

Income Tax Expense Our effective tax rate from continuing opera-
tions was 34.6 percent, 33.5 percent and 33.1 percent in 2002, 2001
and 2000, respectively. The increase in the effective tax rate from
2001 to 2002 was due to a lower tax benefits from export sales
which was due to the lower sales volume in 2002, higher incremen-
tal U.S. tax on the deemed repatriation of foreign earnings and the
write-off of in-process research and development with no tax benefit.
The increase in the 2001 effective tax rate from 2000 was primarily
attributable to earnings of foreign operations that were subject to
taxation at higher rates than U.S. earnings.

Income from Continuing Operations income from continuing opera-
tions included various charges or gains, referred to as special items,
which affected reported earnings. Excluding the effects of special
items, income from continuing operations in 2002 was $244.0
million, or $2.31 per diluted share, compared with $306.3 million, or
$2.87 per diluted share, in 2001 and $265.5 million, or $2.43 per diluted
share, in 2000. The following table presents the impact of special
items on earnings per diluted share. Additional information regarding
restructuring and consolidation costs can be found above and in
Note C to the accompanying Consolidated Financial Statements.

(in millions)
Earnings Per Diluted Share 2002 2001 2000

(in millions) 2002 2001 2000
As reported $ (81 $ (192) $ (206)
Gains/(losses) on sale

of businesses 2.5 7.2 2.0
Adjusted Other income

{expense) — net $ (206) $ (26.4) 3 (22.6)

Income from continuing operations $ 157 $ 165 § 236
Restructuring and consolidation

costs 0.26 0.67 0.26
Unusual inventory adjustments - 0.59 —
Aeronautical Systems inventory

step-up 0.38 — —
In-process research and

development 0.2 — —

Net (gain) loss on divested

businesses {0.02) (0.04) 0.01

Income from continuing operations,
excluding special items $ 23 § 287 $ 243
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income from continuing operations for the year ended December 31,
2002 included a $41.3 million charge ($27.7 million after-tax), or $0.26
per share, for restructuring and consolidation costs, a $58.8 million
charge ($39.5 million after-tax), or $0.38 per share, for the step-up of
the Aeronautical Systems inventories to fair value and the subsequent
sale of the inventory, a charge of $12.5 million ($12.5 million after-tax),
or $0.12 per share, for the valuation of in-process research and devel-
opment of Aeronautical Systems and a gain on the sale of a business
of $2.4 million ($1.6 million after-tax), or $0.02 per share.

Income from continuing operations for the year ended December
31, 2001 included a $107.3 million charge ($71.3 million after-tax), or
$0.67 per diluted share, for restructuring and consolidation costs, a
$94.5 million charge ($62.8 million after-tax), or $0.59 per diluted
share, related primarily to the reduction in our investment in the
B717 program and in our Super 27 re-engining program and a $7.2
million gain ($4.7 million after-tax), or $0.04 a diluted share, from
the sale of a portion of our interest in a business.

Income from continuing operations for the year ended December
31, 2000 included a $44.2 million charge ($28.6 million after-tax), or
$0.26 per diluted share, of restructuring and consolidation costs and
a $2.5 million charge ($1.7 million after-tax), or $o.01 per diluted
share, for the impairment loss on a business held for sale.

(in millions)

Income (Loss) from

Discontinued Operations 2002 2001 2000

Performance Materials $ — $ 914 $ 1396

Special Iltems - PM — (93.5) (0.1)
$ — %5 (21 % 395

EIP $ (Mg} $ 209 § g5

Special ltems - EIP 0.9 2.9 0.9

$ (mo) § 238 § 520

Total income (loss) from

discontinued operations % (mg) $§ mz23 $ go7
Total income (loss) from

discontinued operations —

excluding special items $ (Mo} $ 217 § 915

Income (Loss) from Discontinued Operations Income (loss) from dis-
continued operations decreased from income of $112.3 million
during 2001 to a loss of $11.9 million during 2002. Sales from
discontinued operations declined from $828.9 million during 2001
to $289.5 million during 2002. The 2001 sales included two months
of Performance Materials sales of $187.0 million. In addition, 2002
includes only five months of EIP sales due to the EnPro spin-off,
which occurred on May 31, 2002. The decrease from lower earn-
ings from operations of the EiP segment discontinued in 2001
compared to 2002 resulted, in part, from a $11.0 million pre-tax
charge for a court ruling relating to an employee benefit matter of a
previously discontinued business. Fees and expenses related to the
spin-off during 2002 also contributed to the loss. Discontinued
operations for 2001 included the operations of the Performance
Materials segment for two months and the gain on the sale of the
segment of $93.5 million.

Income from discontinued operations increased $21.6 million from
$90.7 million in 2000 to $112.3 million in 2001. Income from
discontinued operations, excluding special items, decreased $69.8
million, from $91.5 million in 2000 to $21.7 million in 2001. The
decrease attributable to Performance Materials was primarily due to
the sale of the business in February 2001 (two months of earnings
in 2001 versus 12 months in 2000). The decrease in earnings attrib-
utable to EIP was mostly due to the factors noted below.

EIP sales decreased $21.4 million, or 3.2 percent, from $663.3
million in 2000 to $641.9 million in 2001. Excluding the September
2001 acquisition of Glacier Bearings, sales declined by approxi-
mately seven percent with only Fairbanks Morse Engine showing an
increase in sales. The increase in sales at Fairbanks Morse related
primarily to higher shipments to the commercial power generation
market that generally carry lower margins than sales to its other
markets. Weakness in the chemical, petroleum, pulp and paper,
heavy-duty vehicle and general industrial markets was the primary
factor behind the decrease in sales at the segment’s other busi-
nesses. Average capacity utilization in U.S. factories fell to 20-year
lows in 2001 while domestic industrial production has fallen each
month since mid-2000. These factors have contributed to a cutback
in capital spending and delays in scheduled maintenance programs
throughout the process industries. [n addition to the lower volumes
noted above, profitability was also negatively impacted by the
segment’s inability to reduce fixed costs at the same rate as sales
declined, increased foreign competition due to the strong U.S.
dollar which drove average pricing levels down in certain product
lines, and an unfavorable mix of products sold. Restructuring
charges (before tax) amounted to $4.6 million and $1.4 million in
2001 and 2000, respectively.

Special items related to discontinued operations of Performance
Materials, net of tax, included $93.5 million related to the gain on
sale of Performance Materials in 2001 and $0.1 million of income
related to a net adjustment of amounts previously recorded for con-
solidation activities in 2000.

Special items related to discontinued operations of EIP, net of tax,
included $0.9 million, $2.9 million and $0.9 million of costs in
2002, 2001 and 2000, respectively, related to restructuring and con-
solidation activities.

Cumulative Effect of an Accounting Change During the second quarter
of 2002, we performed the first of the required impairment tests of
goodwill and indefinite lived intangible assets. Based on those
results, we determined that is was likely that goodwill relating to the
Aviation Technical Services (ATS) reporting unit had been impaired.
ATS is included in the Aerostructures and Aviation Technical
Services segment. During the third quarter of 2002, we completed
our measurement of the goodwill impairment and recognized an
impairment charge of $36.1 million, representing the total goodwill
of this reporting unit, which was reported retroactively as a cumula-
tive effect of an accounting change in the first quarter of 2002.
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Business Segment Performance

Segment Analysis

Due to the acquisition of Aeronautical Systems, we increased the
number of our business segments. Our operations are now classi-
fied into five business segments: Aerostructures and Aviation
Technical Services, Landing Systems, Engine and Safety Systems,
Electronic Systems and Aeronautical Systems.

An expanded analysis of sales and operating income by business
segment follows.

Segment operating income, as recorded, is total segment revenue
reduced by operating expenses directly identifiable with that

2002 Compared with 2001

business segment. Segment operating income, as adjusted, is
total segment revenue reduced by operating expenses directly iden-
tifiable with that business segment, except for restructuring and
consolidation costs, unusual inventory adjustments, step of inven-
tory and in-process research and development, which are presented
separately. See Note C to the accompanying Consolidated Financial
Statements for further discussion of restructuring and consolidation
costs. See Note B to the accompanying Consolidated Financial
Statements for further discussion on the inventory step-up and in-
process research and development related to the acquisition of
Aeronautical Systems.

% of Sales
(in millions) 2002 2001 % Change 2002 2001
Sales
Aerostructures and Aviation Technical Services $ 11769 $ 1,493.6 (21.2)
Landing Systems 1,038.2 1,149 (9.7)
Engine and Safety Systems 638.8 762.6 (16.2)
Electronic Systems 791.9 779.2 1.6
Aeronautical Systems 264.4 — 100.0
Total Sales $ 39102 $ 41845 (6.6)
Segment Operating Income, as reported
Aerostructures and Aviation Technical Services $  158a $ 95.7 65.2 13.4 6.4
Landing Systems 138.2 108.4 27.5 13.3 9.4
Engine and Safety Systems 58.9 114.2 (48.4) 9.2 15.0
Electronic Systems 1283 126.5 1.4 16.2 16.2
Aeronautical Systems (62.9) — — {23.8) —
Segment Operating Income $ 4206 $ 4448 (5.4) 10.8 10.6
Segment Operating Income, excluding special items:
Aerostructures and Aviation Technical Services $ 1699 $ 2260 (24.8) 14.4 15.1
Landing Systems 140.1 153.1 (8.5) 13.5 13.3
Engine and Safety Systems 79.2 1319 (40.0) 12.4 17.3
Electronic Systems 135.3 1331 1.7 174 17.1
Aeronautical Systems 8.4 — 100.0 3.2 —
Segment Operating Income $ 5329 $ 6444 (17:3) 13.6 15.4

Aerostructures and Aviation Technical Services Segment

Sales decreased $316.7 million or 21.2 percent from $1,493.6 million
in 2001 to $1,176.9 million in 2002. The decrease resulted from
significant declines in sales in our Aerostructures business on most
Boeing and Airbus programs and a substantial decline in sales of
spare parts for out-of-production aircraft. These sales declines are
largely due to the reduction of older aircraft by airlines subsequent
to September 11, 2001. Sales of spare parts for in-production aircraft
increased but were partially offset by a decline in sales on the Super
27 re-engining program. Sales at our Aerostructures maintenance,
repair and overhaul facilities declined slightly from 2001. Sales also
declined in our maintenance, repair, modification and overhaul busi-
ness conducted by Aviation Technical Services. This decline was
slightly less than four percent on lower volume.

Operating income, as reported, increased from $95.7 million in
2001 to $158.1 million in 2002. Operating income, excluding special
items, declined $56.1 million, or 24.8 percent from $226.0 million in
2001 to $169.9 million in 2002. The lower operating income result-
ed from the decline in volume. in addition, in the third quarter of
2002, Aerostructures recorded $26.8 million of contract loss
provisions on five contracts. These loss provisions resulted from
increased overhead rates due, in part, to a lower manufacturing
base as volume declined consistent with the lower level of aircraft
production rates. The increased overhead rates also resulted from
projected cost increases in fringe benefit rates resulting from
expected future increases in pension expense. Also, higher than
anticipated spending on pre-certification costs on the Trent goo
contract contributed an additional $5.4 million of losses.
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Aerostructures also recorded approximately $8 million of favorable
reserve adjustments in 2002, Our Aviation Technical Services busi-
ness improved slightly.

Special items included $11.8 million in restructuring and consolida-
tion costs in 2002, consisting of $9.1 million in personnel-related
costs and $2.7 million in consolidation costs. These costs were
incurred as part of a program to restructure facilities and adjust per-
sonnel levels in response to the decline in manufacturing volume.

In 2001, the segment reported as special items, an unusual inven-
tory adjustment for $94.5 million for our investment in the Boeing
717 program and our Super 27 re-engining program due to reduced
expectations for these programs. The reduced expectation for the
Boeing 717 program relates to Boeing’s announced production
schedule reduction for this program during the fourth quarter of
2001 while the Super 27 reduction in expectations was primarily due
to deteriorating economic conditions and the September 11th
terrorist attacks. In addition, the segment recorded $35.8 million in
restructuring and consolidation costs, consisting of $17.3 million in
personnel-refated costs, $18.1 million in asset impairments and
$0.4 million in facility consolidation and closure costs. These costs
were incurred in response to the decline in volume, particularly
resulting from reduced original equipment build rate declines, and
lower anticipated spare parts sales resulting from the general industry
economic decline after September 11, 2001.

Landing Systems Segment

Landing Systems sales declined in 2002 by $110.9 million or 9.7 per-
cent to $1,038.2 million from the 2001 sales level of $1,149.1 million.
Volume declines were experienced across most original equipment
landing gear and wheels and brakes platforms manufactured by
Boeing and Airbus. Significant volume declines occurred on the
Boeing 737 next generation aircraft, B777, B757 and B747 platforms
for the landing gear business and on the Boeing 727, B737 and
Airbus A330 and A34o platforms in our commercial wheels and
brakes business. The reduced sales resulted from decreased
demand for new aircraft original equipment and decreased airline
utilization, lowering demand for landing gear original equipment
and aftermarket wheel and brake replacements. These declines were
partially offset by increases in sales to military programs such as the
C-17, F-14 and F-16 programs. Volume slowdowns also occurred in
our landing gear services business resulting from lower customer
demand. Wheels and brakes service business showed a small
increase in volume from 2001.

Operating income, as reported, increased to $138.2 million in 2002
from $108.4 million in 2001. Operating income, excluding special
items, declined in 2002 by $13.0 million or 8.5 percent to $140.1 mil-
lion from the 2001 operating income level of $153.1 million. Volume
declines in the landing gear and wheels and brakes original equip-
ment businesses accounted for most of the decline. Operating
income, excluding special items, in the landing gear services busi-
ness improved significantly over 2001 as a result of actions taken in
2001 to rationalize personnel and rotable gear levels. Operating

income, excluding special items, was further impacted by a write-off
of inventory, capitalized sales incentives and supplier termination
costs of $16.6 million in 2002, relating to the Fairchild Dornier
728 and 928 programs. Improving operating income in 2002 was
a June settlement with an insurance company for prior claims of
$8.9 million.

Special items included $1.9 million of restructuring and consolidation
costs in 2002, These costs consisted of $1.6 million in personnel-
related costs and $0.3 million in consolidation costs. These costs
were incurred to further reduce work force and rationalize facilities
to meet the volume declines discussed above.

During 2003, the segment recorded $44.7 million of restructuring
and consolidation costs, consisting of $4.0 million in personnel-
related costs, $26.4 million in asset impairments and $14.3 million
in facility consolidation and closure costs. These costs were
incurred to close a landing gear services facility resulting from
reduced customer demand and to recognize the impairment in cer-
tain landing gear services rotable assets resulting from significantly
reduced demand for those assets.

Engine and Safety Systems Segment

Engine and Safety systems sales for 2002 decreased $123.8 million,
or16.2 percent to $638.8 million, from $762.6 million in 2001. Sales
were significantly lower than in 2002 throughout the product lines
in power generation as well as aerospace original equipment and
aftermarket. Pump and engine controls, primarily supporting the
military sector, showed stronger sales than in 2001. Sales declines
were primarily related to volume declines resulting from weaker cus-
tomer demand in the engine structural and rotating components,
aircraft evacuation products and aircraft ice detection systems.

Operating income, as reported, declined from $114.2 million in 2001
to $58.g million in 2002. Operating income, excluding special items,
declined $52.7 million, or 40.0 percent in 2002 to $79.2 million,
from $131.9 million in 2001. Operating income, excluding special
items, declined due to lower volume, investments in new program
awards and weaker product mix with lower aftermarket sales.
Research and development spending for 2002 was also higher than
in 2001. Operating efficiencies as a result of cost reduction initia-
tives associated with the restructuring programs partially improved
2002 results. Further improvements are expected upon realizing full
year benefits.

Special items in 2002 included $20.3 million in restructuring and
consolidation costs, consisting of $15.7 million in personnel-related
costs and $4.6 million in consolidation costs. These costs were
incurred to reduce personnel and close a facility in response to the
decline in manufacturing volume.

Special items in 2001 included $17.7 million in restructuring and
consolidation costs consisting of $6.8 million in personnel-related
costs, $7.7 million in asset impairments and $3.2 million in facility
consolidation and closure costs.
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Electronic Systems Segment

Sales increased $12.7 million, or 1.6 percent, from $779.2 million
during 2001 to $791.9 million during 2002. Sales during 2002
include $30.1 million in incremental sales related to the acquisition
of our lighting systems business completed in September 2001.
Excluding the effect of this acquisition, sales decreased by $17.3 mil-
lion or 2.2 percent. The decrease in sales occurred in most of the
businesses and most commercial and regional OE markets. The
decreases were a result of lower aircraft manufacturing rates and a
general slowdown of aftermarket demand. These decreases were
somewhat offset by increased deliveries of military sensor products.
Sales increases also occurred in the optical systems business as a
result of new contract awards.

Operating income, as reported, was $128.3 million in 2002 and
$126.5 million in 2001. Operating income, excluding special items,
increased $2.2 million, or 1.7 percent, from $133.1 million during
2001 to $135.3 million during 2002. Excluding the effect of the acqui-
sition referred to above, operating income increased $2.7 million
due to margin improvement at the optical systems business and the
reduction of goodwill amortization offset by decreased volume at
most of the segment's business. Improvements at the optical
systems business had the effect of slightly increasing margins.

Special items in 2002 included $7.0 million in restructuring and
consolidated costs, consisting of $4.2 million of personnel-related
costs and $2.8 million in consolidation costs. These costs were
incurred to respond to the reduced manufacturing volume experi-
enced in most businesses.

Special items in 2001 included $6.6 million in restructuring and
consolidation costs, consisting of $4.1 million in personnel-related
costs and $2.5 million in facility closure and consolidation costs.

2001 Compared with 2000

Aeronautical Systems Segment

The Aeronautical Systems business was acquired on October 1,
2002 and has been accounted for as a purchase under SFAS No.
141. As a result, sales and operating income are included in our
results from the date of acquisition.

Sales subsequent to the acquisition were $264.4 million. Of the
total segment sales, 46 percent were for sales of flight controls,
engine controls, power systems and cargo systems original equip-
ment. Sales of aftermarket products were 54 percent of the total
segment sales.

Operating income, as reported, subsequent to the date of acquisi-
tion, was a loss of $62.9 million in 2002. Operating income, excluding
special items, in 2002 was $8.4 million. Operating income, excluding
special items, was significantly affected by the low original equip-
ment manufacturing volumes and by the start-up of new production
platforms for which costs are higher than in a mature production
phase. Sales of aftermarket products and services remain strong
despite generally depressed market conditions. Operating income,
excluding special items, was also negatively impacted by develop-
ment costs on a number of new products including the Airbus 380
flight control and power generation systems. These development
costs are expected to continue through mid-200s.

Special items included the effect of the write-up of inventory that
was sold subsequent to the acquisition of $58.8 miliion and in-
process research and development of $12.5 million charged to
operations as a result of the purchase price allocation.

Restructuring and consolidation costs, qualifying under Emerging
Issues Task Force Issue No. 95-3, identified with programs during
the first nine months of 2003 will be allocated to the opening
balance and will not reduce operating income.

% of Sales
(in millions) 2001 2000 % Change 2001 2000
Sales
Aerostructures and Aviation Technical Services $ 1,493.6 $ 14270 4.7
Landing Systems 1,149.1 1,057.7 8.6
Engine and Safety Systems 762.6 644.4 18.3
Electronic Systems 779.2 571.4 36.4
Total Sales $ 41845 $ 3,700.5 13
Segment Operating Income, as reported
Aerostructures and Aviation Technical Services $ 95.7 $ 2060 (53.5) 6.4 14.4
Landing Systems 108.4 123.7 (12.4) 9.4 n.7
Engine and Safety Systems 114.2 15.8 (1-4) 15.0 18.0
Electronic Systems 126.5 117.0 8.1 16.2 20.5
Segment Operating Income $ 4448 $ 5625 (20.9) 10.6 15.2
Segment Operating Income, excluding special items
Aerostructures and Aviation Technical Services $ 2260 $ 2096 7.8 15.1 14.7
Landing Systems 153.3 149.0 2.8 13.3 14.1
Engine and Safety Systems 131.9 117.5 12.3 17.3 18.2
Electronic Systems 133.1 17.5 13.3 179 20.6
Segment Operating Income $ 644 $ 5936 85 15.4 16.0
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Aerostructures and Aviation Technical Services Segment

Sales increased $66.6 million, or 4.7 percent, from $1,427.0 million
during 2000 to $1,493.6 million in 2001. The increase was due to a
significant increase in Aerostructures related sales {approximately
$92 million), offset by lower sales at the segment’s aviation techni-
cal services businesses (approximately $41 million). The segment’s
aviation technical services business performs comprehensive total
aircraft maintenance, repair, modification and overhaul work. Most
of the decrease in sales in this business unit was attributable to
lower aircraft maintenance work.

The increase in Aerostructures related sales (nacelles, pylons, thrust
reversers and related engine housing components and services)
was primarily due to rate increases on the CFM 56 (A319, A320 and
A321 programs), PW4000, B717-200 and V2500 programs, higher
aftermarket spares sales, increased aftermarket services and spares
sales and several new programs (C-5 Pylon, F-15). Partially offsetting
these increases was a decrease in aftermarket sales on the Super 27
program as well as rate decreases on the CFMs6-5 (A340) and
RRs535-E4 programs.

Operating income, as reported, decreased to $95.7 million in 2001
from $206.0 million in 2000. Operating income, excluding special
items, increased $16.4 million, or 7.8 percent, from $209.6 million in
2000 to $226.0 million in 2001. The increase was driven by the
increase in sales noted above, productivity improvements on several
Aerostructures programs and reduced non-recurring engineering
costs associated with the terminated X-33 pregram. Partially offsetting
these increases were additional costs associated with the implemen-
tation of an enterprise resource planning system at the segment’s
Aerostructures businesses, increased losses of approximately $1
million associated with the segment’s aviation technical services busi-
ness and the closeout of the MD-11 and MD-go contracts in 2000.

Landing Systems Segment

Sales increased $91.4 million, or 8.6 percent, from $1,057.7 million
during 2000 to $1,149.1 million during 2001. The increase in sales
was primarily attributable to higher sales of landing gear and wheels
and brakes. Landing gear sales increased across all major markets
primarily due to increased sales of original equipment to Boeing,
Bombardier and the U.S. government, partially offset by reduced
pricing on several Boeing programs as a result of contract extensions
{through 2006) approved during mid-2001. Major programs con-
tributing to the increased sales of landing gear included the B7s7,
B777, C17, F18 and R|601 programs. The increased sales of wheels
and brakes related primarily to increased aftermarket sales in the
commercial, regional, business and military markets primarily on the
A319/320, B747-400, B777, Embraer 145, DeHavilland Dash 8, F16
and Cessna programs, partially offset by decreased sales on the By27
out-of-production program. This increase in sales was partially offset
by a significant decrease in sales of landing gear overhaul services
($20.5 million), primarily due to fewer customer removals as a
result of airlines deferring or reducing discretionary expenditures.

Operating income, as reported, decreased from $123.7 million in
2000 to $108.4 million in 2001. Operating income, excluding special
items, increased $4.1 million, or 2.8 percent, from $149.c million
during 2000 to $153.1 million during 2001. The increase was primarily
due to the increase in volume noted above as well as a favorable sales
mix, partially offset by increased sales incentives, reduced pricing as
noted above, additional costs related to expedited shipments of certain
landing gear to Boeing and an increased loss associated with providing
Iahding gear overhaul services primarily due to the decrease in volume
noted above (this business recorded a slight loss in 2600).

Engine and Safety Systems Segment

Sales increased $118.2 million, or 18.3 percent, from $644.4 mil-
lion during 2000 to $762.6 million during 2001. While all of the
segment’s product lines experienced an increase in sales over
the prior year, the increase was primarily attributable to a significant
increase in aftermarket sales of evacuation products, particularly on
the B747 program, increased sales of ejection seats, increased
demand for the segment’s gas turbine products that serve both
the aerospace and industrial engine markets and acquisitions
(approximately $30 million).

Operating income, as reported, was $114.2 million in 2001 and
$115.8 million in 2000. Operating income, excluding special items,
increased $14.4 million, or 12.3 percent, from $117.5 million during
2000 to $131.9 million during 2001. The increase was primarily
attributable to the increase in sales noted above, partially offset by
increased research and development expenses and inefficiencies at
one of the segment’s location that produces gas turbine products.

Electronic Systems Segment

Sales increased $207.8 million, or 36.4 percent, from $571.4 million
during 2000 to $779.2 million during 2001. The increase was driven
primarily by space-based acquisitions (approximately $160 million)
and increased sales by the segment’s core businesses (approxi-
mately $55 million). The increase in sales at the segment’s core
businesses was primarily attributable to increased sales of sensors,
fuel and utility systems as well as lightning detection and collision
avoidance units, partially offset by lower sales in the segment’s legacy
space-based businesses. The increase in sensor sales was driven by
increased regional and business OE demand, airline retrofits and
the resumption of thermocouple shipments to the USAF. The fuel
and utility sales increases were due mostly to aftermarket sales of
spares and retrofit products, particularly on the B747 and B737 pro-
grams. The decrease in sales in the segment’s legacy space-based
businesses was due primarily to program delays and cancellations.

Operating income, as reported, increased to $126.5 million in 2001
from $117.0 million in 2000. Operating income, excluding special
items, increased $15.6 million, or 13.3 percent, from $117.5 million
during 2000 to $133.1 million during 2001. The increase was prima-
rily due to the factors noted above, partially offset by increased
investments in technologies and products, increased research and
development expenses and higher costs related to the consolidation
and integration of acquisitions.
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The significant reduction in operating margins of 20.6 percent in
2000 t0 17.1 percent in 2001 was primarily attributable to program
delays and cancellations impacting the segment’s space-based busi-
nesses and lower margins on sales from acquired companies.

Liquidity and Capital Resources

We currently expect to fund expenditures for capital requirements as
well as liquidity needs from a combination of internally generated
funds and financing arrangements. We believe that our internally
generated liquidity, together with access to external capital
resources, will be sufficient to satisfy existing commitments and
plans, and also to provide adequate financial flexibility.

Credit Facilities

In July 2002, we entered into a $1.5 billion committed syndicated
364-day revolving credit agreement that expires in July 2003. This
credit facility was used to finance the acquisition of Aeronautical
Systems from TRW Inc. The agreement was provided by a bank
group that also participates in our global syndicated revolvers. At
December 31, 2002, this credit facility commitment had been
reduced to $200 million. This commitment reduction was primarily
due to the issuance of equity and long-term debt, cash from asset
monetizations and operating cash flow during the fourth quarter of
2002. See Notes | and R of the accompanying Consolidated Financial
Staternents. We intend to repay and terminate this agreement prior to
its expiration date. The repayment is expected to be funded from the
proceeds from asset monetizations and cash flow from operations.

In December 2001, we entered into $750 million in committed global
syndicated revolving credit agreements. These credit agreements
replaced the $600 million of committed domestic revolving credit
agreements and the $80 million committed multi-currency revolving
credit facility. The international bank group providing credit under the
new agreements is substantially the same group that provided
credit under the previous agreements. The syndicated credit facilities
consist of a $425 million three-year agreement expiring in December
2004 and a $325 million 364-day agreement expiring in September
2003. We intend to renew the $325 million credit facility at its annu-
al renewal date. At December 31, 2002, $155 million was borrowed
under these committed revolving credit facilities.

We also maintain $100 million of uncommitted domestic money
market facilities and $6.8 million of uncommitted foreign working
capital facilities with various banks to meet short-term borrowing
requirements. As of December 31, 2002, $23.5 million was borrowed
under these facilities. These uncommitted credit facilities are pro-
vided by a small number of commercial banks that also provide us
with committed credit through the syndicated revolving credit facil-
ities and with various cash management, trust and other services.
As a result of these established relationships, we believe that our
uncommitted facilities are a highly reliable and cost-effective source
of liquidity.

Continued borrowing under our credit facilities is conditioned upon
compliance with financial and other covenants set forth in the related
agreements. We are currently in compliance with all such covenants.
Our credit facilities do not contain any rating downgrade triggers that
would accelerate the maturity of our indebtedness thereunder.
However, a ratings downgrade would result in an increase in the
interest rate and fees payable under our syndicated revolving credit
facilities. Such a downgrade also could adversely affect our ability to
renew existing, or obtain access to new, credit facilities in the future
and could increase the cost of such new facilities.

Long-Term Financing

At December 31, 2002, we had long-term debt of $2,127.3 million,
with maturities ranging from 2004 to 2046. See Note | of the
accompanying Financial Statements for further information on the
borrowings. Current maturities of long-term debt at December 31,
2002 were $2.1 million.

In December 2002, we issued $300.0 million of 6.45 percent senior
notes due in 2007 and $500.0 million of 7.625 percent senior notes
due’in 2012. The net proceeds from the issuance of the senior notes
were used to repay a portion of the amounts outstanding under the
$1.5 billion, 364-day credit facility.

In May 2002, we issued $296.9 million aggregate principal amount
of 7.5 percent senior notes due in 2008 in exchange for a like prin-
cipal amount of Coltec’s 7.5 percent senior notes due 2008. All of
the $296.9 million of the Coltec senior notes acquired by us in the
exchange offer were sold to Coltec and thereafter cancelled. The
remaining $3.7 million of outstanding Coltec senior notes remain
outstanding as the obligation of Coltec, which is now a wholly
owned subsidiary of EnPro.

In November 2002, we completed an offering of 14,950,000 shares
of our common stock. The net proceeds from the offering of approx-
imately $216.2 million were used to repay a portion of the amounts
outstanding under the $1.5 billion, 364-day credit facility.

At December 31, 2002, we had the authority to issue up to $1.4
billion of debt securities, series preferred stock, common stock,
stock purchase contracts and stock purchase units under our exist-
ing shelf registration. The net proceeds from any securities issued
pursuant to the shelf registration statement would be used for gen-
eral corporate purposes unless such proceeds are required to repay
borrowings under the $1.5 billion, 364-day credit facility.

QUIPS At December 31, 2002 and 2001, $126.5 million was out-
standing of 8.30% Cumulative Quarterly Income Preferred
Securities, Series A (QUIPS) issued by BFGoodrich Capital, a Delaware
business trust (Trust), all of the common equity of which is owned by
us. The QUIPS are supported by 8.30% Junior Subordinated
Debentures, Series A, due 2025 (QUIPS Debentures) issued by us.
We have unconditionally guaranteed all distributions required to be
made by the Trust, but only to the extent the Trust has funds legally
available for such distributions.
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OCff-Balance Sheet Arrangements
We utilize several forms of off-balance sheet financing arrange-
ments. At December 31, 2002, these arrangements included:

Undiscounted
Minimum Receivables
(in millions) Payments Sold
Tax Advantaged Operating Leases $ 59
Standard Operating Leases 166
$ 225
Short-Term Receivables $ 97

Lease Agreements We finance our use of certain equipment, including
corporate aircraft, under committed lease arrangements provided by
financial institutions. These arrangements allow us to claim a
deduction for the tax depreciation on the assets, rather than the lessor,
and allow us to lease up to a maximum of $g5 million at December
31, 2002. Since the terms of these arrangements meet the accounting
definition of operating lease arrangements, the aggregate sum of
future minimum lease payments is not reflected on our consolidated
balance sheet. At December 31, 2002, approximately $59 million of
future minimum lease payments were outstanding under these
arrangements. We also have various other operating lease agree-
ments whose future minimum lease payments approximated $166
million at December 31, 2002. The increase from $81 million at
December 31, 2001 resulted from leases that we assumed in the
acquisition of Aeronautical Systems. See Note | to the accompanying
Consolidated Financial Statements for additional disclosure.

Sale of Receivables At December 31, 2002 and 2001, we had in place
a trade receivables securitization program pursuant to which we
could sell receivables up to a maximum of $140 million and $110
million, respectively. Accounts receivable sold under this program
were $97.3 million at December 31, 2002 and 2001.

Continued availability of the securitization program is conditioned
upon compliance with financial and other covenants set forth in the
related agreements. We are currently in compliance with all such
covenants. The securitization agreement also includes a rating down-
grade trigger pursuant to which the agreement may be terminated
upon a rating downgrade. If such an event were to occur, we expect
that we would have sufficient capital resources through our existing
revolving credit facilities to satisfy any termination requirements,

During 2000, we entered into an agreement to sell certain long-term
receivables to a financial institution. The agreement contained
recourse provisions under which we were required to repurchase the
receivables in certain events. In the fourth quarter 2001, we repur-
chased approximately $20 million of these long-term receivables at the
request of the financial institution. In August 2002, we repurchased
$20.3 million of receivables as a result of a payment default by the
primary obligor and terminated the agreement.

Share Repurchase Program

On September 17, 2001, we announced a program to repurchase up
to $300 million of our common stock. We have repurchased 2.5 mil-
lion shares through December 31, 2001. The total cost of these
shares was approximately $50 million with an average price of
$20.29 per share.

No shares were repurchased under this program during 2002 and
none are expected to be repurchased in 2003.

Change in Dividend Policy

On May 17, 2002, we announced that our Board of Directors approved
a change in our dividend policy to achieve a net income payout ratio
that we believe is consistent with other leading aerospace companies.
Our quarterly dividend on our common stock was reduced to $0.20
per share from the previous level of $0.275 per share. The change
was effective with the regular quarterly dividend payable on July 1,
2002 to the shareholders of record as of June 10, 2002.

Cash Flow
The following table summarizes our cash flow activity for 2002,
2001 and 2000:

(in millions)

Cash Flows Provided by (Used by): 2002 2001 2000
Operating activities $ 5392 § 3826 $ 1682
Investing activities $(1,509.0) $ (288.8) "3 (349.4)
Financing activities $17636 $ (9363) $ 806
Discontinued operations $ (1326) $ 8507 $ 146

Operating Cash Fiows

Cash flow provided by operating activities increased by $156.6
million to $539.2 million in 2002 from $382.6 million in 2001. The
increase in cash flow from operations resulted from improved manage-
ment of Accounts Receivable and Inventory, and lower estimated tax
payments in 2002. Also included in 2002 cash flow provided by
operating activities was approximately $29.4 million resulting from
the sale of an interest rate swap agreement associated with $200
million of our long-term debt and $30.8 million of cash received
from the sale of hedges acquired in the acquisition of Aeronautical
Systems. Offsetting the favorable cash flow was a decrease in
Accounts Payable.

Operating cash flow increased by $214.4 million, from $168.2 million
in 2000 to $382.6 million in 2001. The increase was primarily due to a
$113.7 million payment to the Internal Revenue Service (IRS) in 2000,
increased cash earnings from continuing operations, lower restruc-
turing and consolidation cost payments and lower tax payments,
partially offset by working capital requirements during 2001.

Investing Cash Flows

We used $1,509.0 million of cash primarily for the acquisition of
Aeronautical Systems for $1,472.2 million and capital expenditures
of $107.3 million offset in part by a payment of $49.8 million of the
PIK notes. Capital expenditures were lower than in 2001 due to the
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expansion of our carbon producing capabilities in 2001 and a large
enterprise resource planning project at our Aerostructures business
that was substantially complete in 2001.

We used $288.8 million in investing activities in 2001 versus $349.4
million in 2000. The decrease was due primarily to lower spending on
acquisitions (approximately $128 million), partially offset by increased
spending on capital expenditures (approximately $57 million).

Financing Cash Flows

Financing activities provided $1,163.6 million of cash in 2002, con-
sumed $936.3 million of cash in 2001 and provided $80.6 million in
cash in 2000. The increase in long-term and short-term debt and
capital stock was to finance the acquisition of Aeronautical Systems
in 2002. The primary reason for the increased use of cash in 2001
was the repayment of short-term indebtedness with the proceeds
from the Performance Materials sale. See Discontinued Operations
Cash Flow discussion below. We increased our borrowings in 2000
to finance acquisitions as well as our share repurchase program.

Discontinued Operations Cash Flow

Cash requirements for discontinued operations of $132.6 million
during 2002 includes $47.0 million of cash included in the net
assets of the EIP business distributed to shareholders, $47.0 million
paid, net of insurance receipts, for asbestos-related matters and
$15.6 million relating to capital expenditures and debt repayments.
Cash provided by discontinued operations during 2001 of $850.7
million includes $560.0 million attributable to the sale of the
Performance Materials business in February 2001.

Cash flow from discontinued operations increased $736.1 million,
from $114.6 million in 2000 to $850.7 million in 2001. Performance
Materials accounted for $960 million of this increase, partially offset
by a decrease of $224 million in cash flow attributable to the EIP seg-
ment. The Performance Materials increase was primarily attributable
to the sale of the business during the first quarter of 2001, while the
decrease in cash flow attributable to the EIP segment was primarily
attributable to the Glacier Bearings acquisition during 2001 (approx-
imately $150 million) and increased payments related to the defense
and disposition of asbestos-related claims.

Net Debt-to-Capitalization Ratio

Our net debt-to-capitalization ratio (net of cash and cash equiva-
lents) was 68.7 percent at December 31, 2002 as compared to 47.2
percent at December 31, 2001. For purposes of this ratio, the trust pre-
ferred securities are treated as capital. The ratio increased due to the
debt financing of approximately $1.3 billion relating to the acquisition
of Aeronautical Systems. The additional $200 million of purchase
price of Aeronautical Systems was financed through the issuance of
$216.2 million of common stock in the fourth quarter of 2002.

Commercial Airline Customers

The downturn in the commercial air transport market, exacerbated
by the terrorist attacks on September 11, 2001, has adversely affected
the financial condition of many of our commercial airline customers.
Many of these customers have requested extended payment terms

for future shipments and/or reduced pricing. We review and evalu-
ate these requests on a case-by-case basis. We perform ongoing
credit evaluations on the financial condition of all of our customers
and maintain reserves for uncollectible accounts receivable based
upon expected collectibility. Although we believe our reserves are
adequate, we are not able to predict the future financial stability of
these customers. Any material change in the financial status of any
one or group of customers could have a material adverse effect on
our financial condition, results of operations or cash flows. The
extent to which extended payment terms are granted to customers
may negatively affect future cash flow.

One of our customers, Fairchild Dornier, commenced insolvency
proceedings in Germany in 2002. As a result, we recorded a
$1.0 million charge during the first quarter of 2002 related to
accounts receivable from Fairchild Dornier and recorded a
$16.6 million charge during the second quarter of 2002 for capital-
ized pre-production and inventory costs and supplier termination
charges relating to the Fairchild Dornier 728 and 928 integrated
landing system program.

On August 11, 2002, US Airways announced that it had filed for pro-
tection under Chapter 11 of the United States Bankruptcy Code. As
of December 31, 2002, wé had accounts receivable for US Airways of
approximately $2.6 million against which a valuation reserve of $1.9
million was recorded. In addition, as of December 31, 2002, we had
approximately $3.4 million of unamortized sales incentives recorded
as other assets and a 50 percent-owned investee had unamortized
sales incentives recorded of approximately $1.6 million. We continue
to provide US Airways with components under post-bankruptcy pro-
tection and to assess the realization of the above pre-bankruptcy
assets as information becomes available.

On December g, 2002, the parent company of United Airlines
announced that it and certain of its U.S. subsidiaries had filed for
protection under Chapter 11 of the U.S. Bankruptcy Code. As of
December 31, 2002, we had accounts receivable from United
Airlines of approximately $2.7 million against which a valuation
reserve of $1.2 million was recorded. In addition, as of December 33,
2002, we had unamortized sales incentives recorded as other assets
of approximately $4.5 million. We continue to provide United
Airlines with components under post-bankruptcy protection and to
assess the realization of the pre-bankruptcy assets as information
becomes available.

Insurance Costs and Availability

As a result of the terrorist attacks on September 11, 2001 and gen-
eral market conditions, our insurance costs have increased and certain
types of coverage have been eliminated or made available to us with
less favorable terms and conditions. We renewed our property and
casualty programs in 2002 at a higher cost, but with generally simi-
lar deductibles, terms and conditions as the expiring policies, with
the exception that our property insurance program was renewed
without coverage for terrorist acts, including associated business
interruption. Our property and general liability programs were
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renewed with reduced limits of liability reflecting the spin-off of our
industrial products business, but in each case, limits were main-
tained at levels consistent with our industry peers. Our property
insurance, general liability and aircraft products liability programs
expire in mid-2003 and our executive risk program expires in 2004.
We expect to renew our policies when these policies expire in 2003.

Contingencies

General

There are pending or threatened against us or our subsidiaries var-
ious claims, lawsuits and administrative proceedings, all arising
from the ordinary course of business with respect to commercial,
product liability, asbestos and environmental matters, which seek
remedies or damages. We believe that any liability that may finally be
determined with respect to commercial and non-asbestos product
liability claims should not have a material effect on our consolidated
financial position or results of operations. From time to time, we are
also involved in legal proceedings as a plaintiff involving contract,
patent protection, environmental and other matters. Gain contin-
gencies, if any, are recognized when they are realized.

Envirenmental

We are subject to various domestic and international environmental
laws and regulations which may require that we investigate and
remediate the effects of the release or disposa! of materials at sites
associated with past and present operations, including sites at
which we have been iidentified as a potentially responsible party
under the federal Superfund laws and comparable state laws. We are
currently involved in the investigation and remediation of a number
of sites under these laws.

The measurement of environmental liabilities by us is based on
currently available facts, present laws and regulations and current
technology. Such estimates take into consideration our prior experi-
ence in site investigation and remediation, the data concerning
cleanup costs available from other companies and regulatory
authorities and the professional judgment of our environmental
specialists in consultation with outside environmental specialists,
when necessary. Estimates of our liability are further subject to
uncertainties regarding the nature and extent of site contamination,
the range of remediation alternatives available, evolving remedia-
tion standards, imprecise engineering evaluations and estimates of
appropriate cleanup technology, methodology and cost, the extent
of corrective actions that may be required and the number and
financial condition of other potentially responsible parties, as well as
the extent of their responsibility for the remediation.

Accordingly, as investigation and remediation of these sites pro-
ceed, it is likely that adjustments in our accruals will be necessary to
reflect new information. The amounts of any such adjustments
could have a material adverse effect on our results of operations in
a given period, but the amounts, and the possible range of loss in
excess of the amounts accrued, are not reasonably estimable. Based
on currently available information, however, we do not believe that
future environmental costs in excess of those accrued with respect

to sites with which we have been identified as a potentially responsible
party are likely to have a material adverse effect on our financia! condi-
tion. There can be no assurance, however, that additional future
developments, administrative actions or liabilities relating to envi-
ronmental matters will not have a material adverse effect on our
results of operations or cash flows in a given period.

Environmental liabilities are recorded when our liability is probable
and the costs are reasonably estimable, which generally is not later
than at completion of a feasibility study or when we have recom-
mended a remedy or have committed to an appropriate plan of
action. The liabilities are reviewed periodically and, as investigations
and remediation proceed, adjustments are made as necessary.
Liabilities for losses from environmental remediation obligations do
not consider the effects of inflation, and anticipated expenditures
are not discounted to their present value. The liabilities are not
reduced by possible recoveries from insurance carriers or other third
parties, but do reflect anticipated allocations among potentially
responsible parties at federal Superfund sites or similar state-man-
aged sites and an assessment of the likelihood that such parties will
fulfill their obligations at such sites.

At December 31, 2002, our liabilities for environmental remediation
obligations totaled $92.7 million, of which $19.0 million was included
in current liabilities as Accrued Liabilities. Of the $92.7 million, $21.5
million was associated with ongoing operations and $71.2 million was
associated with businesses previously disposed of or discontinued.

The timing of expenditures depends on a number of factors that
vary by site, including the nature and extent of contamination, the
number of potentially responsible parties, the timing of regulatory
approvals, the complexity of the investigation and remediation, and
the standards for remediation. We expect that we will expend pres-
ent accruals over many years, and will complete remediation of all
sites with which we have been identified in up to 30 years. This period
includes operation and monitoring costs that are generally incurred
over 15 to 25 years.

Tolo Litigation

in May 2000, we and our subsidiary Rohr, Inc. were served with a
complaint in a lawsuit filed in the Superior Court of Orange County,
California, by former shareholders and certain former employees of
Tolo, Inc. Tolo is a subsidiary of Rohr that was acquired in 1997 pur-
suant to a stock purchase agreement. The former shareholders
alleged that we and Rohr breached the stock purchase agreement by
failing to pay $2.4 million under the terms of the agreement. In
September 2001, a jury found that we were liable to the shareholders
for the $2.4 million retained by Rohr under the stock purchase agree-
ment and were also assessed punitive damages of $48 million. The
court subsequently reduced the punitive damage award to $24 million.
We and Rohr appealed the judgment.

In December 2002, the appellate court issued a ruling directing the
trial court to enter judgment in favor of us and Rohr on both the
fraud claim and the breach of contract claim. The plaintiffs’ motion
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for rehearing of that ruling was subsequently denied. On February
10, 2003, the plaintiffs filed a petition for review with the California
Supreme Court. We have until March 2, 2003 to respond to the petition.

Asbestos :

We and certain of our subsidiaries have been named as defendants
in various actions by plaintiffs alleging injury or death as a result of
exposure to asbestos fibers in products, or which may have been
present in our facilities. A number of these cases involve Maritime
claims, which have been and are expected to continue to be admin-
istratively dismissed by the court. These actions primarily relate to
previously owned businesses. We believe that we have substantial
insurance coverage available to us related to any remaining claims.
As aresult, we believe that these pending and reasonably anticipated
future actions are not likely to have a material adverse effect on our
financial condition or results of operations.

Discontinued Operations

At the time of the EIP spin-off, two subsidiaries of Coltec were defen-
dants in a significant number of personal injury claims relating to
alleged asbestos-containing products sold by those subsidiaries. It
is possible that asbestos-related claims might be asserted against
us on the theory that we have some responsibility for the asbestos-
related liabilities of EnPro, Coltec or its subsidiaries, even though
the activities that led to those claims occurred prior to our owner-
ship of any of those subsidiaries. Also, it is possible that a claim
might be asserted against us that Coltec’s dividend of its aerospace
business to us prior to the spin-off was made at a time when Coltec
was insolvent or caused Coltec to become insolvent. Such a claim
could seek recovery from us on behalf of Coltec of the fair market
value of the dividend.

No such claims have been asserted against us to date. We believe
that we would have substantial legal defenses against any such
claims. In addition, the agreement between EnPro and us that was
used to effectuate the spin-off provides us with an indemnification
from EnPro covering, among other things, these liabilities. Any such
asbestos-related claims would likely require, as a practical matter,
that Coltec’s subsidiaries were unable to satisfy their asbestos-related
liabilities and that Coltec was found to be responsible for these
liabilities and was unable to meet its financial obligations. We believe any
such claims would be without merit and that Coltec was solvent both
before and after the dividend. If we are ultimately found to be responsible
for the asbestos-related liabilities of Coltec’s subsidiaries, we
believe it would not have a material adverse effect on our financial
condition, but could have a material adverse effect on our results of
operations and cash flows in a particular period. However, because
of the uncertainty as to the number, timing and payments related to
future asbestos-related claims, there can be no assurance that any
such claims will not have a material adverse effect on our financial
condition, results of operations and cash flows. If a claim related to
the dividend of Coltec's aerospace business were successful, it
could have a material adverse impact on our financial condition,
results of operations and cash flows.

Cuarantees

We have guaranteed amounts owed by Coltec Capital Trust with
respect to the $150 million of outstanding 51/4 percent convertible
trust preferred securities (TIDES), and have guaranteed Coltec's
performance of its obligations with respect to the TIDES and the
underlying Coltec convertible subordinated debentures. Following
the spin-off of the EIP segment, the TIDES remained outstanding as
an obligation of Coltec Capital Trust and our guarantee with respect
to the TIDES remains an obligation of ours. EnPro, Coltec and
Coltec Capital Trust have agreed to indemnify us from any costs and
liabilities arising under or related to the TIDES after the spin-off.

In addition to our guarantee of the TIDES, we have an outstanding
contingent liability for guaranteed debt and lease payments of $4.5
miltion and for letters of credit and bank guarantees of $43.1 million
at December 31, 2002.

Certain Contracts and Investment

Our Aerostructures business re-engines 727 aircraft (the “Super 27
program”). The re-engining enables these aircraft to meet sound
attenuation requirements and improve their fuel efficiency. At
December 31, 2001, we had $44.7 million of inventory and $61.2 million
of long-term notes receivable with respect to the Super 27 program.
At December 31, 2001, $20.3 million of these notes receivable had
been sold to a financial institution. The agreement relating to the
sale contained recourse provisions. Due to a default by the primary
obligor, we repurchased the notes receivable in August 2002 and the
agreement was terminated. We believe that the recorded value of the
notes receivable of $61.2 million is less than or equal to the fair
value of the underlying collateral. Collection of these receivables, as
well as the recovery of some portion of our investment in existing
inventory balances, may be negatively affected should the overall
deterioration in the commercial airline market continue or if the
market for re-engined Super 27 program aircraft deteriorates further.
Because of these conditions, we will continue to assess the value of
these assets and their ultimate recovery.

Our Aerostructures business has a contract with Boeing on the
B717-200 program that is subject to certain risks and uncertainties.
Recovery of pre-production inventory balances of $31.2 million as of
December 31, 2002 is subject to Boeing's future production rate and
delivery schedule as well as our future cost structure and learning
curve assumptions.

During 2000, we invested as a minority shareholder in Cordiem LLC
(Cordiem). Cordiem is an aerospace business venture between
suppliers and airlines whose purpose is to utilize Internet-based solu-
tions to lower costs of business transactions and inventory, to expand
product awareness and availability to more customers and to improve
information flow between participants. As of December 31, 2002, our
investment in Cordiem, including internal-use software, was $12.9
million. As of December 31, 2002, all equity partners had signed up for
services for 2003. There is, however, concern about the ability of certain
airlines to fulfill their pledges. We continue to monitor the recover-
ability of our investment in Cordiem.
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New Accounting Standards

In June 2001, the Financial Accounting Standards Board (FASB)
issued Statement No. 143 “Accounting for Asset Retirement
Obligations” (SFAS 143). SFAS 143 addresses financial accounting
and reporting for obligations associated with the retirement of tan-
gible long-lived assets and the associated asset retirement costs.
it applies to legal obligations associated with the retirement of long-
lived assets that result from the acquisition, construction, development
and/or the normal operation of a long-lived asset, except for certain
obligations of lessees. SFAS 143 is effective for financial statements
issued for fiscal years beginning after June 15, 2002. We will adopt
SFAS 143 on January 1, 2003. We do not expect that SFAS 143 will
have a material effect on our consolidated financial condition or
results of operations.

In October 2001, the FASB issued Statement No. 144 “Accounting for
the Impairment or Disposal of Long-Lived Assets” (SFAS 144). SFAS
144 supersedes FASB Statement No. 121 “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of” (SFAS 121); however it retains the fundamental provi-
sions of that statement related to the recognition and measurement
of the impairment of long-lived assets to be “held and used.” In addi-
tion, SFAS 144 provides more guidance on estimating cash flows
when performing a recoverability test, requires that a long-lived asset
{group) to be disposed of other than by sale (e.g. abandoned) be
classified as “held and used” until it is disposed of, and establishes
more restrictive criteria to classify an asset (group) as “held for sale.”
SFAS 144 is effective for fiscal years beginning after December 15,
2001. The adoption of SFAS 144 did not have a material impact on
our consolidated financial condition or results of operations.

in April 2002, the FASB issued Statement No. 145 “Rescission of
FASB Statements No. 4, 44 and 62, amendment of FASB Statement
No. 13 and Technical Corrections” (SFAS 145). SFAS 145 will require
gains and losses on the extinguishments of debt to be classified as
income or loss from continuing operations rather than as extraordi-
nary items as previously required under Statement of Financial
Standards No. 4. Extraordinary treatment will be required for certain
extinguishments as provided in APB Opinion No. 30. SFAS 145 also
amends Statement of Financial Accounting Standards No. 13 to
require certain modifications to capital leases to be treated as a sale-
leaseback and modifies the accounting for sub-leases when the
original lessee remains a secondary obligor (or guarantor). SFAS 145
is effective for financial statements issued after May 15, 2002,and
with respect to the impact of the reporting requirements of changes
made to SFAS 4 for fiscal years beginning after May 15, 2002. The
adoption of the applicable provisions of SFAS 145 did not have an
effect on our financial statements.

[n June 2002, the FASB issued Statement No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities” (SFAS 146). SFAS
146 nullifies Emerging Issues Task Force Issue No. 94-3 “Liability
Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (including Certain Costs Incurred in a

Restructuring).” SFAS 146 applies to costs associated with an exit
activity that does not involve an entity newly acquired in a business
combination or with a disposal activity covered by SFAS 144. SFAS
146 is effective for exit or disposal activities that are initiated after
December 31, 2002, with earlier application encouraged. We do not
expect that SFAS 146 will have a material effect on our consolidated
financial condition or results of operations but it will impact the timing
of charges, which could impact comparability of results among
reporting periods.

During November 2002, the FASB issued Interpretation No. 45
“Guarantor’'s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others” (FIN 45). FIN 45 requires certain guarantees to be recorded
at fair value. The initial recognition and measurement provisions of
FIN 45 are applicable, on a prospective basis, to guarantees issued
or modified after December 31, 2002. FIN 45 also requires a guarantor
to make new disclosures regarding guarantees. The disclosure
requirements are effective for financial statements ending after
December 15, 2002.

In December 2002, the FASB issued Statement No. 148 “Accounting
for Stock-Based Compensation-Transition and Disclosures” (SFAS
148) which amends FASB Statement No. 123 “Accounting for Stock-
Based Compensation” (SFAS 123). SFAS 148 provides alternative
methods of transition for a voluntary change to the fair value based
method of accounting for stock-based employee compensation. In
addition, SFAS 148 amends the disclosure requirements of SFAS 123
to require more prominent and more frequent disclosures in finan-
cial statements about the effects of stock-based compensation. The
transition guidance and annual disclosure provisions of SFAS 148
are effective for fiscal years ending after December 15, 2002. The
interim disclosure provisions are effective for financial reports con-
taining financial statements for interim periods beginning after
December 15, 200z2.

Critical Accounting Policies

Our discussion and analysis of our financial condition and results of
operations are based upon our consolidated financial statements,
which have been prepared in accordance with accounting principles
generally accepted in the United States. The preparation of these
financial statements requires us to make estimates and judgments
that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities.
On an ongoing basis, we evaluate our estimates, including those
related to customer programs and incentives, product returns, bad
debts, inventories, investments, intangible assets, income taxes,
financing operations, warranty obligations, excess component order
cancellation costs, restructuring, long-term service contracts,
pensions and other post-retirement benefits, and contingencies and
litigation. We base our estimates on historical experience and on var-
ious other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making judg-
ments about the carrying values of assets and liabilities that are not
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readily apparent from other sources. Actual results may differ from
these estimates under different assumptions or conditions.

We believe the following critical accounting policies affect our more
significant judgments and estimates used in the preparation of our
consolidated financial statements.

Revenue Recognition

For revenues not recognized under the contract method of accounting,
we recognize revenues from the sale of products at the point of pas-
sage of title, which is at the time of shipment. Revenues earned from
providing maintenance service are recognized when the service is
complete.

Contract Accounting — Percentage of Completion

Revenue Recognition

We also have sales under long-term, fixed-priced contracts, many of
which contain escalation clauses, requiring delivery of products over
several years and frequently providing the buyer with option pricing on
follow-on orders. Sales and profits on each contract are recognized in
accordance with the percentage-of-completion method of accounting,
using the units-of-delivery method. We follow the guidelines of
Statement of Position 81-1 (SOP 81-1}, “Accounting for Performance
of Construction-Type and Certain Production-Type Contracts” (the
contract method of accounting) except that our contract accounting
policies differ from the recommendations of SOP 81-1 in that revi-
sions of estimated profits on contracts are included in earnings
under the reallocation method rather than the cumulative catch-up
method. Under the reallocation method, the impact of revisions in
estimates related to units shipped to date is recognized ratably over
the remaining life of the contract while under the cumulative catch-
up method such impact would be recognized immediately.

Profit is estimated based on the difference between total estimated
revenue and total estimated cost of a contract, excluding that reported
in prior periods, and is recognized evenly in the current and future peri-
ods as a uniform percentage of sales value on all remaining units to be
delivered. Current revenue does not anticipate higher or lower future
prices but includes units delivered at actual sales prices. Cost
includes the estimated cost of the preproduction effort, primarily
tooling and design, plus the estimated cost of manufacturing a spec-
ified number of production units. The specified number of production
units used to establish the profit margin is predicated upon contrac-
tual terms adjusted for market forecasts and does not exceed the
tesser of those quantities assumed in original contract pricing or
those quantities which we now expect to deliver in the time-
frame/periods assumed in the original contract pricing. Our policies
only aflow the estimated number of production units to be delivered
to exceed the quantity assumed within the original contract pricing
when we receive firm orders for additional units. The timeframe/peri-
od assumed in the original contract pricing is generally equal to the
period specified in the contract. If the contract is a “life of program”
contract, then such period is equal to the time period used in the
original pricing model which generally equals the

time period required to recover our pre-production costs. Option
quantities are combined with prior orders when follow-on orders
are released.

The contract method of accounting involves the use of various
estimating techniques to project costs at completion and includes
estimates of recoveries asserted against the customer for changes in
specifications. These estimates involve various assumptions and
projections relative to the outcome of future events, including the
quantity and timing of product deliveries. Also included are assump-
tions relative to future labor performance and rates, and projections
relative to material and overhead costs. These assumptions involve
various levels of expected performance improvements. We reevaluate
our contract estimates periodically and reflect changes in estimates
in the current and future periods under the reallocation method.

Included in sales are amounts arising from contract terms that
provide for invoicing a portion of the contract price at a date after
delivery. Also included are negotiated values for units delivered and
anticipated price adjustments for contract changes, claims, escala-
tion and estimated earnings in excess of billing provisions, resulting
from the percentage-of-completion method of accounting. Certain
contract costs are estimated based on the learning curve concept
discussed below.

Inventory

Inventoried costs on long-term contracts include certain preproduction
costs, consisting primarily of tooling and design costs and production
costs, including applicable overhead. The costs attributed to units
delivered under long-term commercial contracts are based on the
estimated average cost of all units expected to be produced and are
determined under the learning curve concept, which anticipates a
predictable decrease in unit costs as tasks and production tech-
niques become more efficient through repetition. This usually
results in an increase in inventory (referred to as “excess-over
average") during the early years of a contract.

if in-process inventory plus estimated costs to complete a specific
contract exceeds the anticipated remaining sales value of such con-
tract, such excess is charged to current earnings, thus reducing
inventory to estimated realizable value.

Identifiable intangible Assets

Identifiable intangible assets are recorded at cost, or when acquired
as part of a business combination, at estimated fair value. These
assets include patents and other technology agreements, sourcing
contracts, trademarks, licenses, customer relationships and non-
compete agreements. Intangible assets are generally amortized
using the straight-line method over estimated useful lives of 5 to 25
years for all acquisitions completed prior to June 30, 2001. For
acquisitions completed subsequent to June 30, 2001, identifiable
intangible assets are amortized over their useful life using undis-
counted cash flows, a method that reflects the pattern in which the
economic benefits of the intangible assets are consumed.
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Impairments of identifiable intangible assets are recognized when
events or changes in circumstances indicate that the carrying
amount of the asset, or related groups of assets, may not be recov-
erable and our estimate of undiscovered cash flows over the assets
remaining useful life are less than the carrying value of the assets.
The determination of undiscounted cash flow is based on the segments’
plans. The revenue growth is based upon aircraft build projections from
aircraft manufacturers and widely available external publications. The
profit margin assumption is based upon the current cost structure
and anticipated cost reductions. Measurement of the amount of
impairment may be based upon an appraisal, market values of sim-
ilar assets or estimated discounted future cash flows resulting from
the use and ultimate disposition of the asset.

Sales Incentives

We offer sales incentives to certain commercial customers in con-
nection with sales contracts. These incentives may consist of up-
front cash payments, merchandise credits and/or free products. The
cost of these incentives is recognized in the period incurred unless it
is specifically guaranteed of recovery within the contract by the cus-
tomer. If the contract contains such a guarantee, then the cost of the
sales incentive is capitalized and amortized over the contract period.

Entry Fees - Investment in Risk and Revenue Sharing Programs
Major aerospace custemers negotiate an entry fee, representing an
up-front cash investment in a new program. The payment effectively
demonstrates our commitment to participate in new product pro-
grams and is part of the exclusive supply agreement. In return, we
receive a percentage of the product sales in the supply periods after
flight certification. Entry fees differ from sales incentives as entry
fees are an investment in a program which will generate a benefit
from the total sales of the program, not just sales from our products
while sales incentives are recovered during the contract period of
our products by a specific guarantee of recovery by the customer.
The entry fees are recognized as Other Assets and amortized on a
straight-line basis over the programs’ useful life following certification,
which approximates 10 to 20 years. The value of the investments is
evaluated for impairment based on the criteria in “Identifiable
Intangible Assets” above. The estimated lives are reviewed periodi-
cally based upon the expected program lives as communicated by
the customer.

Employee Benefits

Assumptions used in determining the projected benefit obligations
and the fair value of plan assets for our pension and postretirement
benefits other than pensions plans are evaluated by us with consul-
tation with an outside actuary. Changes in assumptions are based
upon our historical data, such as the rate of compensation increase
and the long-term rate of return on plan assets. Assumptions,
including the discount rate, the long-term rate of return on plan
assets and the health care cost projections are evaluated and updat-
ed annually.

Based upon our evaluation of the U.S. plans, we have changed the
expected long-term rate of return on plan assets from g.25 percent
for 2002 to g.00 percent for 2003. We have also changed the dis-
count rate from 7.50 percent at December 31, 2001 to 6.875 percent
at December 331, 2002. The rate of compensation decreased from
4.0 percent in 2001 to 3.86 percent in 200z2. For measurement at
December 31, 2001, an 8.5 percent annual rate of increase in the per
capita cost of covered healthcare benefits was assumed with the rate
assumed to decrease gradually to 5.0 percent for 2006 and remain
at that level, thereafter. For measurement at December 31, 2002, a
10 percent annual rate of increase in the per capita cost of covered
healthcare was assumed with a gradual decline to 5.0 percent for
2007 remaining at that level, thereafter.

Pending Sale of the Avionics Business

On January 29, 2003, we had entered into a definitive agreement to
sell our Avionics business to L-3 Communications Corporation (L-3)
for $188 million. The transaction was approved by the boards of
directors of our company and L-3. Subject to customary regulatory
approvals, the sale is expected to close late in the first quarter or early
in the second quarter of 2003. After-tax proceeds are expected to be
approximately $134 million and are intended to be used to further
reduce the borrowings under our $1.5 billion, 364-day credit agree-
ment. The Avionics business will be reported as a discontinued oper-
ation beginning with the first quarter 2003.

Forward-Looking Information Is Subject to Risk and Uncertainty

Certain statements made in this document are forward-looking
statements within the meaning of the Private Securities Litigation
Reform Act of 1995 regarding our future plans, objectives and
expected performance. Specifically, statements that are not historical
facts, including statements accompanied by words such as “believe,”
“expect,” “anticipate,” intend,” “estimate,” or “plan,” are intended
to identify forward-looking statements and convey the uncertainty of
future events or outcomes. We caution readers that any such
forward-looking statements are based on assumptions that we
believe are reasonable, but are subject to a wide range of risks, and
actual results may differ materially.

Important factors that could cause actual results to differ include,
but are not limited to:

= the extent to which we are successful in integrating Aeronautical
Systems and achieving expected operating synergies;

= the extent to which we are successful in completing the sale of
our Avionics business;

o global demand for aircraft spare parts and aftermarket services;

« the impact of the terrorist attacks on September 11, 2001 and their
aftermath;

o the timing related to restoring consumer confidence in air travel;

« the health of the commercial aerospace industry, including the
impact of bankruptcies in the airline industry;
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o the effect of current financial market conditions on pension plan
assets, including future plan asset valuations, and the effect of
those valuations on shareholders’ equity and future pension
expense and plan contributions;

- demand for and market acceptance of new and existing products,
such as the Airbus A380 and the Joint Strike Fighter;

o potential cancellation of orders by customers;
o successful development of products and advanced technologies;
» competitive product and pricing pressures;

- the solvency of Coltec Industries Inc at the time of and subse-
quent to the spin-off of EnPro Industries, Inc. and the ability of
Coltec’s subsidiaries to satisfy their asbestos-related liabilities fol-
lowing the spin-off;

« domestic and foreign government spending, budgetary and trade
policies;

- economic and political changes in international markets where
we compete, such as changes in currency exchange rates, infla-
tion rates, recession and other external factors over which we
have no control; and

o the outcome of contingencies (including completion of acquisitions,
divestitures, litigation and environmental remediation efforts).

Expected Maturity Dates

We caution you not to place undue reliance on the forward-looking
statements contained in this document, which speak only as of the
date on which these statements were made. We undertake no obli-
gation to release publicly any revisions to these forward-looking
statements to reflect events or circumstances after the date on
which these statements were made or to reflect the occurrence of
unanticipated events.

Quantitative and Qualitative Disclosures about Market Risk

We are exposed to certain market risks as part of our ongoing busi-
ness operations, including risks from changes in interest rates and
foreign currency exchange rates that could impact our financial con-
dition, results of operations and cash flows. We manage our exposure
to these and other market risks through regular operating and financ-
ing activities, and on a limited basis, through the use of derivative
financial instruments. We intend to use such derivative financial
instruments as risk management tools and not for speculative
investment purposes.

Interest Rate Exposure We are exposed to interest rate risk as a result
of our outstanding debt obligations. The table below provides
information about our financial instruments that are sensitive to
changes in interest rates. The table represents principal cash flows
and related weighted average interest rates by expected (contractual)
maturity dates.

Fair
(doHars in millions) 2003 2004 2005 2006 2007 Thereafter Total Value
Debt

Fixed Rate $ 2.0 $ 1.3 $ 1.1 $ 1. $ 3013 $ 1,800.5 $ 21073 $ 2,202.4
Average Interest Rate 3.7% 2.5% 3.0% 2.8% 6.4% 7.2% 7.0%

Variable Rate $ 3794 $ 1.2 $ 1.2 $ 2. $ 0.2 $ 172 $ 4013 $ 4013
Average Interest Rate 23% 3.4% 3.4% 4.6% 3% 2.0% 2.3%

Capital Lease Obligations $ 2.0 $ 1.5 $ C.4 $ — $ — $ — $ 3.9 $ 3.5

Foreign Currency Exposure We are exposed to foreign currency risks
that arise from normal business operations. These risks include
the translation of monetary assets and liabilities denominated in
currencies other than the functional currency of the subsidiary and
translation of income and expense and balance sheet amounts of
our foreign subsidiaries to the U.S. dollar. Our objective is to mini-
mize our exposure to transaction and income risks through our nor-
mal operating activities and, where appropriate, through foreign
currency forward exchange contracts.

As currency exchange rates fluctuate, translation of the statements
of income of international businesses into U:S. dollars will affect
comparability of revenues and expenses between years.

Upon the acquisition of Aeronautical Systems, we entered into addi-
tional foreign exchange forward contracts to sell U.S. dollars for
Great Britain Pounds and for Euros in addition to our existing Euro

contracts. These businesses have a substantial portion of these
costs in Great Britain Pounds and Euros but have significant sales
contracts that are denominated in U.S. dollars. These forward con-
tracts are used to mitigate potential volatility to cash flows arising
from changes in currency exchange rates. As of December 31, 2002
we had forward contracts with an aggregate notional amount of
$656.0 million to buy Great Britain Pounds and contracts with an
aggregate notional amount of $g5.2 million to buy Euros. These
forward contracts mature on a monthly basis with maturity dates
that range from January 2003 to April 2007.

At December 31, 2002, a hypothetical 10 percent unfavorable change
in exchange rates would decrease the value of the forward contracts
described above by $88.0 million.
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Management’s Responsibility for Financial Statements

The Consolidated Financial Statements and Notes to Consolidated Financial Statements of Goodrich Corporation and subsidiaries have been
prepared by management. These statements have been prepared in accordance with generally accepted accounting principles and, accordingly,
include amounts based upon informed judgments and estimates. Management is responsible for the selection of appropriate accounting

principles and the fairness and integrity of such statements.

The Company maintains a system of internal controls designed to provide reasonable assurance that accounting records are reliable for the
preparation of financial statements and for safeguarding assets. The Company's system of internal controls includes: written policies, guidelines
and procedures; organizational structures, staffed through the careful selection of people that provide an appropriate division of responsibility
and accountability; and an internal audit program. Ernst & Young LLP, independent auditors, were engaged to audit and to render an opinion on
the Consolidated Financial Statements of Goodrich Corporation and subsidiaries. Their opinion is based on procedures believed by them to
be sufficient to provide reasonable assurance that the Consolidated Financial Statements are not materially misstated. The report of Ernst &

Young LLP follows.

The Board of Directors pursues its oversight responsibility for the financial statements through its Audit Review Committee, composed of
Directors who are not employees of the Company. The Audit Review Committee meets regularly to review with management and Ernst &
Young LLP the Company’s accounting policies, internal and external audit plans and results of audits. To ensure complete independence,
Ernst & Young LLP and the internal auditors have full access to the Audit Review Committee and meet with the Committee without the pres-

ence of management.

(il

D. L. Burner

Chairman and Chief Executive Officer

ol

Ulrich Schmidt

Executive Vice President and Chief Financial Officer

R. D. Koney, Jr.

Vice President and Controller
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Report of Ernst & Young LLP, independent Auditors

To the Shareholders and Board of Directors of Goodrich Corporation

We have audited the accompanying consolidated balance sheet of Goodrich Corporation and subsidiaries as of December 31, 2002 and 2001,
and the related consolidated statements of income, shareholders’ equity and cash flows for each of the three years in the period ended
December 31, 2002. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial state-
ment presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of
Goodrich Corporation and subsidiaries at December 31, 2002 and 2007, and the consolidated results of their operations and their cash flows
for each of the three years in the period ended December 31, 2002, in conformity with accounting principles generally accepted in the United
States.

As described in Note H to the consolidated financial statements, the Company adopted Statement of Financial Accounting Standards No.

142, Goodwill and Other Intangible Assets, effective January 1, 2002.
W ¥ MLLP

Charlotte, North Carolina

February 4, 2003
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Consolidated Statement of Income

Year Ended December 31

(dollars in millions, except per share amounts) 2002 2001 2000
Sales $ 13,9102 $ 41845 $ 3,700.5
Operating costs and expenses:
Cost of sales 2,945.6 3,203.1 2,735.8
Selling and administrative costs 562.0 489.5 430.8
Restructuring and consolidation costs 413 107.3 44.2
3,548.9 3,799-9 3,210.8
Operating Income 361.3 384.6 489.7
Interest expense (106.2) {(107.8) (107.3)
Interest income 32.6 24. . 5.2
Other income {expense) - net {(18.1) (19.2) {20.6)
Income from continuing operations before income
taxes and Trust distributions 269.6 281.7 367.0
Income tax expense (93.2) (94.3) (121.3)
Distributions on Trust preferred securities (r0.5) (10.5) (10.5)
Income from Continuing Operations 165.9 176.9 235.2
Income {loss) from discontinued operations — net of taxes {11.9) 123 g0.7
Cumulative effect of change in accounting {36.1) — —
Net lncome $ uzng $ 28g.2 $ 3259
Basic Earnings (Loss) per Share:
Continuing operations $ 1.60 3 1.72 $ 2.24
Discontinued operations {o.11) 1.08 0.87
Cumulative effect of change in accounting {0.35) —_ —
Net Income $ 1.14 $ 280 $ 3.1
Diluted Earnings {Loss) per Share:
Continuing operations $ 1.57 $ 1.65 $ 216
Discontinued operations {0.00) 1.1 0.88
Cumulative effect of change in accounting {0-34) — —
Net Income 3 114 $ 2.76 $ 3.04

See Notes to Consolidated Financial Statements.
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December 31

(dollars in millions, except share amounts) 2002 2001
Current Assets
Cash and cash equivalents $ 1499 $ 85.8
Accounts and notes receivable 727.2 570.4
Inventories 9717 807.5
Deferred income taxes 121.3 12.9
Prepaid expenses and other assets 38.0 26.2
Assets of discontinued operations — 873.9

Total Current Assets 2,008.1 2,476.7
Property 1,240.3 955.5
Prepaid pension 250.5 2387
Goodwill 1,194.2 747.3
{dentifiable intangible assets 464.9 138.8
Payment-in-kind notes receivable, less discount ($11.0 and $22.2 at

December 31, 2002 and 2001, respectively) 1417 168.4
Deferred income taxes 45.5 —
Other assets 644.4 475.0

Total Assets $ 5.989.6 $ 5,200.4
Current Liabilities
Short-term bank debt $ 3702 $ 33
Accounts payable 443.0 386.6
Accrued expenses 577-3 506.4
Income taxes payable 150.8 119.2
Liabilities of discontinued operations — 589.4
Current maturities of long-term debt and capital lease obligation 3.9 5.9

Total Current Liabilities 1,554.2 1,720.8
Long-term debt and capital lease obligations 2,129.0 1,307.2
Pension obligations 722.1 155.5
Postretirement benefits other than pensions 323.2 320.1
Deferred income taxes — 13.9
Other non-current liabilities 202.8 196.5
Commitments and contingent liabilities — —
Mandatorily redeemable preferred securities of trust 125.4 125.0
Sharehoiders’ Equity
Common stock — $5 par value
Authorized, 200,000,000 shares; issued, 130,568,582 shares in 2002 and 115,144,771 shares

in 2007 (excluding 14,000,000 shares held by a wholly owned subsidiary) 652.9 575.7
Additional paid-in capital 1,027.4 973.5
Income retained in the business 36.1 333.7
Accumulated other comprehensive income (loss) (369.1) (no.)
Unearned compensation {1.6) (0.6)
Common stock held in treasury, at cost (13,506,977 shares in 2002

and 13,446,808 shares in 2001) (412.8) {410.8)

Total Shareholders’ Equity 932.9 1,361.4

Total Liabilities and Shareholders’ Equity $ 5,980.6 $ 52004

See Notes to Consolidated Financial Statements.
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Consolidated Statement of Cash Flows

Year Ended December 31

(dollars in millions} 2002 2001 2000
Operating Activities
Income from continuing operations $ 1659 $ 1769 $ 2352

Adjustments to reconcile income from continuing operations
to net cash provided by operating activities:

Restructuring and consolidation:

Expenses 413 107.3 44.2

Payments (55-2) (303) (575)
In-process research and development 12,5 — —
Aeronautical Systems inventory step-up 58.8 — —
Unusual inventory adjustments. —_ 94.5 —
Depreciation and amortization 183.5 173.8 165.4
Deferred income taxes (2.2) 25.3 (33.2)
Net gains on sale of businesses {2.5) {7.8) (2.0)
Payment-in-kind interest income (23.3) (17.6) —

Change in assets and liabilities, net of effects of
acquisitions and dispositions of businesses:

Receivables 128 21.6 (72.7)
Change in receivables sold, net — 46.3 39.2
fnventories 57.5 (91.0) (38.7)
Other current assets . (16.2) (9.6) (31.2)
Accounts payable {c6.3) 3.1 3.6
Accrued expenses (27.7) 24.7 5.1
Income taxes payable 129.8 {60.0) 3.9
Tax benefit on non-qualified options 0.5 7.7 83
Other non-current assets and liabilities — (82.3) (179.4)
Net Cash Provided by Operating Activities 539.2 382.6 168.2
Investing Activities
Purchases of property (v07.3) (190.5) (133.8)
Proceeds from sale of property 15.1 2.0 26.4
Proceeds from sale of businesses 6.0 18.9 4.8
Proceeds from payment-in-kind note 40.8
Payments made in connection with acquisitions, net of cash acquired (1,472.6) (119.2) (246.8)
Net Cash Used by Investing Activities {1,509.0) (288.8) (349.4)
Financing Activities
Increase (decrease) in short-term debt, net 264.0 (626.4) 501.3
Proceeds from issuance of long-term debt 793.1 4.9 5.0
Repayment of long-term debt and capital lease obligations (v.4) (187.0) (14.7)
Proceeds from issuance of common stock 220.2 51.4 25.4
Purchases of treasury stock (4.9) (47.1) (300.4)
Dividends {96.0) (n3.7) (117.6)
Distributions on Trust preferred securities (10.5) (18.4) (18.4)
Net Cash Provided {Used) by Financing Activities 1,163.6 {536.3) 80.6
Discontinued Operations
Net cash {used) provided by discontinued operations (132.6) 850.7 114.6
Effect of Exchange Rate Changes on Cash and Cash Equivalents 2.9 0. (2.9)
Net Increase in Cash and Cash Equivalents 64 8.3 1.1
Cash and Cash Equivalents at Beginning of Year 85.8 775 66.4
Cash and Cash Equivalents at End of Year $ 1499 3 85.8 $ 775

See Notes to Consolidated Financial Statements.
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Consolidated Statement of Sharehoiders’ Equity
Unearned
Income  Accumulated Portion of
Additional Retained Other  Restricted
Common Stock Paid-in in the Comprehensive Stock Treasury
(in miltions) Shares Amount Capital Business Income (Loss) Awards Stock Total
Balance December 31, 1999 12,065 $ 5603 $ 8958 § (523) § (4.8 $ (12) $ (652) $1,2956
Net income 326.9 326.9
Other comprehensive income (loss):
Unrealized translation adjustments (16.4) (16.4)
Minimum pension liability adjustment 0.5 0.5
Total comprehensive income 310.0
Employee award programs 1,230 6.2 27.0 5.6 38.8
Purchases of stock for treasury (300.4) (300.4)
Dividends (per share — $1.10). (115.5) (115.5)
Balance December 31, 2000 113,295 566.5 922.8 158.1 (57.7) (1.2) (360.0)  1,2285%
Net income 289.2 289.2
Other comprehensive income (loss):
Unrealized translation adjustments net
of reclassification adjustments for loss
included in net income of $1.0 (3-5) (3-5)
Minimum pension liability adjustment (48.9) (48.9)
Total comprehensive income 236.8
Employee award programs 1,850 9.2 50.7 0.6 (0.7} 59.8
Purchases of stock for treasury (50.1) (50.1)
Dividends (per share — $1.10) (113.6) (113.6)
Balance December 31, 2001 115,145 575.7 973.5 333.7 (mo.1) (0.6) (410.8) 1,361.4
Net income 17.9 117.9
Other comprehensive income (loss):
Unrealized translation adjustments 37.4 37.4
Minimum pension liability adjustment (327.8} (327.8)
Unrealized gain on cash flow hedges 19.4 19.4
Total comprehensive income (loss) (153.1)
Sale of common stock under public
offering, net of expenses 14,950 74.8 141.4 216.2
Employee award programs 474 2.4 10.4 (r.0) (2.0) 9.8
EnPro spin-off {97.9) (323.2) 12.0 (409.1)
Dividends (per share - $0.875) (92.3) (52.3)
Balance December 31, 2002 130,569 $ 6529 31,0274 $ 360 $ (3691) $  (1.6) $ (412.8) 3 9329
See Notes to Consolidated Financial Statements.
|
|
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Notes to Consclidated Financial Statements

Note A. Significant Accounting Policies

Basis of Presentation The Consolidated Financial Statements reflect
the accounts of Goodrich Corporation and its majority-owned sub-
sidiaries {“the Company” or “Goodrich"). Investments in 20 to 50
percent-owned affiliates are accounted for using the equity method.
Equity in earnings (losses) from these businesses is included in
Other income (expense) — net. Intercompany accounts and transac-
tions are eliminated.

As discussed in Note U, the Company’s Performance Materials and
Engineered Industrial Products businesses have been accounted for
as discontinued operations. Unless otherwise noted, disclosures
herein pertain to the Company's continuing operations.

Cash Equivalents Cash equivalents consist of highly liquid investments
with a maturity of three months or less at the time of purchase.

Allowance for Doubtful Accounts The Company evaluates the col-
lectibility of trade receivables based on a combination of factors.
The Company regularly analyzes significant customer accounts,
and, when the Company becomes aware of a specific customer's
inability to meet its financial obligations to the Company, such as in
the case of bankruptcy filings or deterioration in the customer’s
operating results or financial position, the Company records a spe-
cific reserve for bad debt to reduce the related receivable to the
amount the Company reasonably believes is collectible. The
Company also records reserves for bad debt for all other customers
based on a variety of factors including the length of time the receiv-
ables are past due, the financial health of the customer, macroeco-
nomic considerations and historical experience. if circumstances
related to specific customers change, the Company's estimates of
the recoverability of receivables could be further adjusted.

Sale of Accounts Receivable The Company adopted the provisions of
Statement of Financial Accounting Standards No. 140 (SFAS 140),
“Accounting for Transfers and Servicing of Financial Assets and
Extinguishment of Liabilities” on April 1, 2001. Prior to that, the
Company accounted for the sale of receivables in accordance with
SFAS No. 125, “Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities.” Trade accounts receiv-
able sold are removed from the balance sheet at the time of sale.

Inventories Inventories, other than inventoried costs relating to
long-term contracts, are stated at the lower of cost or market.
Certain domestic inventories are valued by the last-in, first-out
(LIFO) cost method. Inventories not valued by the LIFO method are
valued principally by the average cost method.

Inventoried costs on long-term contracts include certain preproduc-
tion costs, consisting primarily of tooling and design costs and pro-
duction costs, including applicable overhead. The costs attributed
to units delivered under long-term commercial contracts are based
on the estimated average cost of all units expected to be produced
and are determined under the learning curve concept, which antici-

pates a predictable decrease in unit costs as tasks and production
techniques become more efficient through repetition. This usually
results in an increase in inventory (referred to as “excess-over aver-
age”) during the early years of a contract.

if in-process inventory plus estimated costs to complete a specific
contract exceeds the anticipated remaining sales value of such con-
tract, such excess is charged to current earnings, thus reducing
inventory to estimated realizable value.

In accordance with industry practice, costs in inventory include
amounts relating to contracts with long production cycles, some of
which are not expected to be realized within one year.

Long-Lived Assets Property, plant and equipment, including amounts
recorded under capital leases, are recorded at cost. Depreciation
and amortization is computed principally using the straight-line
method over the following estimated useful lives: buildings and
improvements, 15 to 40 years; machinery and equipment, 5 to 15
years. In the case of capitalized lease assets, amortization is com-
puted over the lease term if shorter. Repairs and maintenance costs
are expensed as incurred.

Goodwill represents the excess of the purchase price over the fair
value of the net assets of acquired businesses and was amortized by
the straight-line method, in most cases over 20 to 40 years for all
acquisitions completed prior to June 30, 2001. Goodwill amortiza-
tion is recorded in cost of sales. Effective fuly 1, 2001, the Company
adopted the provisions of Statement of Financial Accounting
Standards No. 142 “Goodwill and Other Intangible Assets” (SFAS
142) applicable to business combinations completed after June 30,
2001. Effective January 1, 2002, additional provisions of SFAS 142,
relating to business combinations completed prior to June 30, 2001
became effective and were adopted. Under the provisions of SFAS
142, intangible assets deemed to have indefinite lives and goodwill
are not subject to amortization beginning January 1, 2002.

{dentifiable intangible assets are recorded at cost, or when acquired
as a part of a business combination, at estimated fair value.
These assets include patents and other technology agreements,
trademarks, licenses, customer relationships and non-compete
agreements. They are generally amortized using the straight-line
method over estimated useful lives of 5 to 25 years for all acquisi-
tions completed prior to June 30, 2001. For acquisitions completed
subsequent to June 30, 2001, identifiable intangible assets are
amortized over their useful life using undiscounted cash flows, a
method that reflects the pattern in which the economic benefits of
the intangible assets are consumed.

Impairments of long-lived assets are recognized when events or
changes in circumstances indicate that the carrying amount of the
asset, or related groups of assets, may not be recoverable and the
Company's estimate of undiscounted cash flows over the assets
remaining estimated useful life are less than the assets carrying
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value. Measurement of the amount of impairment may be based on
an appraisal, market values of similar assets or estimated discount-
ed future cash flows resulting from the use and ultimate disposition
of the asset.

Revenue and Income Recognition For revenues not recognized under
the contract method of accounting, the Company recognizes rev-
enues from the sale of products at the point of passage of title,
which is at the time of shipment. Revenues earned from providing
maintenance service are recognized when the service is complete.

A significant portion of the Company's sales in the Aerostructures
and Aviation Technical Services Segment are under long-term,
fixed-priced contracts, many of which contain escalation clauses,
requiring delivery of products over several years and frequently pro-
viding the buyer with option pricing on follow-on orders. Sales and
profits on each contract are recognized in accordance with the per-
centage-of-completion method of accounting, using the
units-of-delivery method. The Company follows the guidelines of
Statement of Position 81-1 (SOP 81-1), “Accounting for Performance
of Construction-Type and Certain Production-Type Contracts” (the
contract method of accounting) except that the Company's contract
accounting policies differ from the recommendations of SOP 81-1in
that revisions of estimated profits on contracts are included in earn-
ings under the reallocation method rather than the cumulative
catch-up method.

Profit is estimated based on the difference between total estimated
revenue and total estimated cost of a contract, excluding that report-
ed in prior periods, and is recognized evenly in the current and
future periods as a uniform percentage of sales value on all remain-
ing units to be delivered. Current revenue does not anticipate higher
or lower future prices but includes units delivered at actual sales
prices. Cost includes the estimated cost of the preproduction effort
(primarily tooling and design), plus the estimated cost of manufac-
turing a specified number of production units. The specified
number of production units used to establish the profit margin is
predicated upon contractual terms adjusted for market forecasts
and does not exceed the lesser of those quantities assumed in orig-
inal contract pricing or those quantities which the Company now
expects to deliver in the periods assumed in the original contract
pricing. Option quantities are combined with prior orders when
follow-on orders are released.

The contract method of accounting involves the use of various esti-
mating techniques to project costs at completion and includes esti-
mates of recoveries asserted against the customer for changes in
specifications. These estimates involve various assumptions and
projections relative to the outcome of future events, including the
quantity and timing of product deliveries. Also included are assump-
tions relative to future labor performance and rates, and projections
relative to material and overhead costs. These assumptions involve

various levels of expected performance improvements. The
Company reevaluates its contract estimates periodically and reflects
changes in estimates in the current and future periods under the
reallocation method.

Included in sales are amounts arising from contract terms that pro-
vide for invoicing a portion of the contract price at a date after deliv-
ery. Also included are negotiated values for units delivered and
anticipated price adjustments for contract changes, claims, escala-
tion and estimated earnings in excess of billing provisions, resulting
from the percentage-of-completion method of accounting. Certain
contract costs are estimated based on the learning curve concept
discussed under Inventories above. Included in Accounts
Receivables at December 31, 2002 and 2001, were receivable
amounts under contracts in progress of $110.1 million and $107.2
million, respectively, that represent amounts earned but not billable at
the respective Balance Sheet dates. These amounts become billable
according to their contract terms, which usually consider the passage
of time, achievement of milestones or completion of the project.

Shipping and Handling Shipping and handling costs are recorded in
cost of sales.

Financial Instruments The Company’s financial instruments include
cash and cash equivalents, accounts and notes receivable, foreign
currency forward contracts, accounts payable and debt. Because of
their short maturity, the carrying amount of cash and cash equiva-
lents, accounts and notes receivable, accounts payable and
short-term bank debt approximates fair value. Fair value of
long-term debt is based on quoted market prices or on rates avail-
able to the Company for debt with similar terms and maturities.

The Company accounts for derivative financial instruments in accor-
dance with Statement of Financial Accounting Standards No. 133,
“Accounting for Derivative Instruments and Hedging Activities”
(SFAS 133). Under SFAS 133, derivatives are carried on the Balance
Sheet at fair value. The fair value of foreign currency forward con-
tracts is based on quoted market prices.

Stock-Based Compensation The Company accounts for stock-based
employee compensation in accordance with the provisions of APB
Opinion No. 25, “Accounting for Stock Issued to Employees,” and
related interpretations.

Earnings Per Share Earnings per share is computed in accordance
with SFAS No. 128, “Earnings per Share.”

Research and Development Expense The Company performs research
and development under Company-funded programs for commercial
products, and under contracts with others. Research and develop-
ment under contracts with others is performed on both military and
commercial products. Total research and development expenditures
from continuing operations in 2002, 2001 and 2000 were $236.0
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million, $198.2 million and $186.0 million, respectively. Of these
amounts, $49.0 million, $49.0 million and $50.6 million, respec-
tively, were funded by customers. Research and development
expense in 2002 includes the $12.5 million of in-process research
and development expense written-off related to the Aeronautical
Systems acquisition.

Reclassifications Certain amounts in prior year financial statements
have been reclassified to conform to the current year presentation.

Use of Estimates The ipreparation of financial statements in con-
formity with generally accepted accounting principles requires man-
agement to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying
notes. Actual results could differ from those estimates.

New Accounting Standards

In June 2001, the FASB issued Statement No. 143 “Accounting for
Asset Retirement Obligations” (SFAS 143). SFAS 143 addresses
financial accounting and reporting for obligations associated with
the retirement of tangible long-lived assets and the associated asset
retirement costs. It applies to legal obligations associated with the
retirement of long-lived assets that result from the acquisition, con-
struction, development and/or the normal operation of a long-lived
asset, except for certain obligations of lessees. SFAS 143 is effective
for financial statements issued for fiscal years beginning after june
15, 2002. The Company will adopt SFAS 143 on January 1, 2003. The
Company does not expect that SFAS 143 will have a material effect
on its consolidated financial condition or results of operations.

In October 2001, the FASB issued Statement No. 144 “Accounting
for the Impairment or Disposal of Long-Lived Assets” (SFAS 144).
SFAS 144 supersedes FASB Statement No. 121 “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of" (SFAS 121); however it retains the fundamental provi-
sions of that statement related to the recognition and measurement
of the impairment of llong-lived assets to be “held and used.” In
addition, SFAS 144 provides more guidance on estimating cash
flows when performing a recoverability test, requires that a long-
lived asset (group) to be disposed of other than by sale (e.g. aban-
doned) be classified as “held and used” until it is disposed of, and
establishes more restrictive criteria to classify an asset (group) as
“held for sale.” SFAS 144 is effective for fiscal years beginning after
December 15, 2001. The adoption of SFAS did not have a material
impact on the Company’s consolidated financial condition or results
of operations.

In April 2002, the FASB issued Statement No. 145 “Rescission of
FASB Statements No. 4, 44 and 62, amendment of FASB Statement
No. 13 and Technical Corrections” (SFAS 145). SFAS 145 will require
gains and losses on the extinguishments of debt to be classified as
income or loss from continuing operations rather than as extraordi-
nary items as previously required under Statement of Financial
Standards No. 4. Extraordinary treatment will be required for certain

extinguishments as provided in APB Opinion No. 30. SFAS 145 also
amends Statement of Financial Accounting Standards No. 13 to
require certain modifications to capital leases to be treated as a sale-
leaseback and modifies the accounting for sub-leases when the orig-
inal lessee remains a secondary obligor (or guarantor). SFAS 145 is
effective for financial statements issued after May 15, 2002, and with
respect to the impact of the reporting requirements of changes
made to SFAS 4 for fiscal years beginning after May 15, 2002. The
adoption of the applicable provisions of SFAS 145 did not have an
effect on the Company’s financial statements.

[n June 2002, the FASB issued Statement No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities” (SFAS 146). SFAS
146 nullifies Emerging Issues Task Force Issue No. g4-3 “Liability
Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring).” SFAS 146 applies to costs associated with an exit
activity that does not involve an entity newly acquired in a business
combination or with a disposal activity covered by SFAS 144. SFAS
146 is effective for exit or disposal activities that are initiated after
December 31, 2002, with earlier application encouraged. The
Company does not expect that SFAS 146 will have a material effect
on its consolidated financial condition or results of operations but it
will impact the timing of charges which could impact comparability
of results among reporting periods.

During November 2002, the FASB issued Interpretation No. 45
“Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others” (FIN 45). FIN 45 requires certain guarantees to be recorded
at fair value. The initial recognition and measurement provisions of
FIN 45 are applicable, on a prospective basis, to guarantees issued
or modified after December 31, 2002. FIN 45 also requires a guaran-
tor to make significant new disclosures. The disclosure requirements
are effective for financial statements ending after December 15, 2002.

In December 2002, the FASB issued Statement No. 148 “Accounting
for Stock-Based Compensation-Transition and Disclosures” (SFAS
148) which amends FASB Statement No. 123 “Accounting for Stock-
Based Compensation” (SFAS 123). SFAS 148 provides alternative
methods of transition for a voluntary change to the fair value based
method of accounting for stock-based employee compensation. In
addition, SFAS 148 amends the disclosure requirements of SFAS 123
to require more prominent and more frequent disclosures in finan-
cial statements about the effects of stock-based compensation. The
transition guidance and annual disclosure provisions of SFAS 148
are effective for fiscal years ending after December 15, 2002. The
interim disclosure provisions are effective for financial reports con-
taining financial statements for interim periods beginning after
December 15, 2002.
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Note B. Acquisitions and Dispositions

Acquisitions

Aeronautical Systems

On October 1, 2002, the Company completed its acquisition of TRW
Inc.'s Aeronautical Systems businesses (Aeronautical Systems) for
approximately $1.5 billion in cash. The acquisition included the pur-
chase of substantially all of the Aeronautical Systems businesses
assets and the assumption of certain liabilities as defined in the
Master Agreement of Purchase and Sale. The acquisition has been
accounted for using the purchase method in accordance with
Financial Accounting Standard No. 141 “Business Combinations.”
The acquired businesses design and manufacture commercial and
military aerospace systems and equipment, including engine con-
trols, flight controls, power systems, cargo systems, hoists and
winches and actuation systems. The businesses enhanced our glob-
al operations with approximately 6,200 employees in 22 facilities in
nine countries, including manufacturing and service operations in
the United Kingdom, France, Germany, Canada, the United States
and several Asia/Pacific countries. The acquired businesses expand-
ed the number of products, systems and services that the Company
delivers to aircraft manufacturers and operators. Because the busi-
nesses had previously been operated as one business segment, the
Company will continue to report the results of operations as a sep-
arate business segment until the Company's integration plan is
completed in 2003. The results of operations of Aeronautical
Systems have been included in the Company’s results for the fourth
quarter of 2002.

The purchase price payable by the Company to TRW inc. for the
acquisition of the Aeronautical Systems businesses is subject to
potential upward or downward adjustment based on the difference
between the net assets of the businesses on October 1, 2002 and
the net assets of the businesses on May 31, 2002, both calculated in
the manner set forth in the Master Agreement of Purchase and Sale.
The purchase price will also be adjusted based on the funding
status of certain pension plans and other employee benefit arrange-
ments. The above adjustments have not been finalized as of
December 31, 2002.

The allocation of the purchase price has been performed based on the
assignment of fair values to assets acquired and liabilities assumed.
Fair values are based, in part, on appraisals, performed by an inde-
pendent appraisal firm, of certain fixed assets and intangible assets.
The purchase price allocation has been based on preliminary estimates
and is subject to change. ltems that may affect the ultimate purchase
price allocation include revisions to intangible asset appraisals,
finalization of restructuring plans that qualify for accrual in the opening
balance sheet and other information that provides a better estimate of
the fair value of assets acquired and liabilities assumed.

The following table summarizes the estimated fair values of the
assets acquired and liabilities assumed at the date of acquisition.

{in millions)
At October 1, 2002
Current assets $ 5443
Property, plant and equipment 312.6
in-process research and development 12.5
Intangible assets subject to amortization
(17-year weighted-average useful life):
Customer relationships
(17-year weighted-average useful life) 230.0
Technology
(17-year weighted-average useful life) 8.2
Favorable sourcing contracts
(3-year weighted-average useful life) 4.8
316.0
Goodwill 500.6
Other non-current assets 146.5
Total assets acquired 1,832.5
Current liabilities 292.4
Non-current liabilities 67.9
Total liabilities assumed 360.3
B Net assets acquired $1,472.2

The goodwill associated with the Aeronautical Systems acquisition
is expected to be fully deductible for tax purposes.

The fair value of in-process research and development (IPR&D) was
determined by an independent valuation using the discounted cash
flow method, a variation of the income approach. The IPR&D tech-
nologies included in the valuation were variable frequency and
electrohydrostatic actuation. The $12.5 million assigned to research
and development assets were written off at the date of acquisition
in accordance with FASB Interpretation No. 4, “Applicability of FASB
Staterment No. 2 to Business Combinations Accounted for by the
Purchase Method.” Those write-offs are included in selling and
administrative expenses.

The following unaudited pro forma financial information presents
the combined results of operations of Goodrich and Aeronautical
Systems as if the acquisition had occurred at the beginning of the
periods presented. The unaudited pro forma financial information is
not intended to represent or be indicative of the consolidated
results of operations or financial condition that would have been
reported had the acquisition been completed as of the dates pre-
sented, and should not be taken as representative of the future con-
solidated results of operations or financial condition.

Unaudited

Year Ended December 31,

(in millions, except per share amounts) 2002 2001

Sales $4,6657 $5,2863

Income from continuing operations $ 1790 3 2053

Net income $ 1o 3§ 3176
Diluted earnings per share:

income from continuing operations $ 170 $ 192

Net income $ 126 § 302
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Other Acquisitions

The following acquisitions were recorded using the purchase
method of accounting. Their results of operations have been included
in the Company's results since their respective dates of acquisition.
Acquisitions made by businesses included within the Performance
Materials and Engineered Industrial Products Segments are not dis-
cussed below.

During 2001, the Company acquired a manufacturer of aerospace
lighting systems and related electronics, and the assets of a design-
er and manufacturer of inertial sensors used for guidance and
control of unmanned vehicles and precision-guided systems. Total
consideration aggregated $113.8 million, of which $102.6 million
represented goodwill and other intangible assets.

During 2000, the Company acquired a manufacturer of earth and
sun sensors for attitude determination and control ejection seat
technology; a manufacturer of fuel nozzles; a developer of avionics
and displays; the assets of a developer of precision electro-optical
instrumentation serving the space and military markets; an equity
interest in a joint venture focused on developing and operating a
comprehensive open electronic marketplace for aerospace after-
market products and services; a manufacturer of precision and large
optical systems, laser encoding systems, and visual surveillance sys-
tems for day and night use and a supplier of pyrotechnic devices for
space, missile, and aircraft systems. Total consideration aggregated
$242.6 million, of which $105.4 million represented goodwill and
other intangible assets.

The impact of these acquisitions was not material in relation to the
Company’s results of operations. Consequently, pro forma informa-
tion is not presented.

Dispositions

During 2002, the Company sold a business and a minority interest
in a business, resulting in a pre-tax gain of $2.5 million, which has
been reported in other income (expense) — net.

During 2001, the Company sold a minority interest in a business,
resulting in a pre-tax gain of $7.2 million, which has been reported
in other income (expense) — net.

During 2000, the Company sold a product line of one of its busi-
nesses, resulting in a pre-tax gain of $2.0 miliion, which has been
reported in other income (expense) — net.

For dispositions accounted for as discontinued operations refer to
Note U to the Consolidated Financial Staternents.

Note C. Restructuring and Consolidation Costs

The Company incurred $41.3 million {$27.7 million after-tax), $107.3
million ($71.3 million after-tax) and $44.2 million ($28.6 million
after-tax) of restructuring and consolidation costs in 2002, 2001 and
2000, respectively. These charges related to the following segments:

(in millions) 2002 2001 2000

Aerostructures and Aviation
Technical Services $ m8 $ 358 § 3.6
Landing Systems 1.9 44.7 25.3
Engine and Safety Systems 203 17.7 1.7
Electronic Systems 7.0 6.6 0.5
Total Segment Charges 4.0 104.8 3
Corporate 0.3 2.5 131
$ 413 $ 1073 $ 442

Restructuring and consolidation reserves at December 37, 2002, as
well as activity during the year, consisted of:

Balance Balance

December 31, December 31,

{in millions) 2001 Provision Activity 2002
Personnel-related

costs $ 266 $§ 30 $ (39.9) $ 177

Consolidation 18.6 10.3 (23.2) 5.7

$ 452 $§ 413 % (631) $ 234

Provision
The following is a description of key components of the $41.3 mil-
lion provision for restructuring and consolidation costs in 2002:

Aerostructures and Aviation Technical Services The segment recorded
$11.8 million in restructuring and consolidation costs, consisting of
$9.1 million in personnel-related costs and $2.7 million in consoli-
dation costs. Of the charge, $0.4 million represents non-cash asset
impairment charges.

The personnel-related charges were for employee severance and for
voluntary termination benefits. During the year, a total of 1,325
employees were terminated. The consolidation costs related to
machinery and equipment relocation costs incurred in connection
with a facility consolidation or closure, which were expensed as
incurred, and asset impairment charges of $0.4 million.

Landing Systems The segment recorded $1.9 million in restructuring
and consolidation costs, consisting of $1.6 million in personnel-
related costs and $0.3 million in consolidation costs. Of the charge,
$0.2 million represents non-cash items, including $0.8 million in
asset impairments and a reserve reversal of $0.6 million related to
a revision of estimated facility closure and consolidation costs.
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The personnel-related charges are for employee severance and ben-
efits. During the year, a total of 263 employees were terminated.
Consolidation costs include asset impairment charges of $0.8 mil-
lion to write down assets held for sale or disposal based on their
estimated fair value and facility closure costs of $0.1 million for
equipment relocation costs, which were expensed as incurred, offset
by the $0.6 million reserve reversal noted above.

Engine and Safety Systems The segment recorded $20.3 million in
restructuring and consolidation costs, consisting of $15.7 million in
personnel-related costs and $4.6 million in consolidation costs. Of
the charge, $2.0 million represents non-cash asset impairment
charges. The personnel-related charges are for employee severance
and benefits. During the year, a total of 707 employees were termi-
nated. Consolidation costs include $2.0 million in accelerated
depreciation and facility closure costs of $2.6 million for machinery
and equipment relocation, which were expensed as incurred, and
other facility closure costs.

Electronic Systems The segment recorded $7.0 million in restructur-
ing and consolidation costs, consisting of $4.2 million in personnel-
related costs and $2.8 million in consolidation costs. Of the charge,
$0.2 million represents a non-cash asset impairment charge.

The personnel-related charges are for employee severance and ben-
efits. During the year, a total of 339 employees were terminated.
Consolidation costs included $0.2 million in accelerated depreciation
and $2.2 million in equipment relocation costs, which were expensed
as incurred, in connection with facility closure or consolidation.

Aeronautical Systems The segment established $6.7 million in
restructuring reserves in the opening balance sheet for emplioyee
severance in the fourth quarter of 2002. During the quarter, a total
of 149 employees were terminated.

Corporate Restructuring and consolidation costs of $0.3 million rep-
resented employee outplacement services and relocation costs.

At December 31, 2002, approximately 650 employees remain to be
terminated as a result of the restructuring actions described above.
Activity

Of the $63.1 million in activity, $55.2 million represented cash pay-
ments. The remaining $7.9 million represented asset write-offs, the
reversal of an acquisition-related reserve against goodwill and
reclassifications of reserves to other non-current liabilities, offset by
acquisition-related reserves that were established through the open-
ing balance sheet.

Restructuring and consolidation reserves at December 31, 2001, as
well as activity during the year, consisted of:

Performance
Balance Materials Balance
December 31, Restructuring December 31,
(in millions) 2000 Provision Activity Reserve 2001
Personnel-related costs 3 12.9 $ 35.0 $  (17.6) $ (3.7) $ 26.6
Transaction costs 1.9 —_ (1.9) —_ —
Consolidation costs 43.4 72.3 (59-4) (37.7) 18.6
$ 582 $ 1073 $ (789 $  {(4.4) $ 452

Provision
The following is a description of key components of the $107.3 mil-
lion provision for restructuring and consolidation costs in 2007

Aerostructures and Aviation Technical Services The segment recorded
$35.8 million in restructuring and consolidation costs, consisting of
$17.3 million in personnel-related costs, $18.1 million in asset
impairments and $0.4 million in facility consolidation and closure
costs. $20.7 million of the charge represents non-cash items,
including $2.6 million of pension curtailment charges and $18.1 in
asset impairments.

The personnel-related charges are for employee severance and ben-
efits for 1,686 employees, 515 of which were terminated in 2001,
leaving 1,171 employees to be terminated as of December 31, 2001,
Asset impairment charges included $7.8 million to write down

assets held for sale or disposal based on their estimated fair value
and $10.3 million to write-off of leng-term collateralized receivables
as a result of a deterioration in the value of the collateral. Facility clo-
sure costs related to equipment relocation and a lease termination fee.

Landing Systems The segment recorded $44.7 million in restructur-
ing and consolidation costs, consisting of $4.0 million in personnel-
related costs (net of $0.3 million revision of prior estimate), $26.4
million in asset impairments (net of $1.3 million revision of prior
estimate) and $14.3 million in facility consolidation and closure
costs. $26.7 million of the charge represents non-cash items,
including $0.6 million of pension curtailment charges and $27.7
million in asset impairments, offset by a $1.6 million revision of
prior estimates.
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The personnel-related charges were for employee severance and
benefits for 145 employees, 49 of which were terminated in 2001,
leaving 96 employees to be terminated as of December 31, 2001.
Asset impairment charges related to the write down of assets held
for sale or disposal based on their estimated fair value, comprised
primarily of $25 million, representing the difference between the car-
rying value and fair value for rotable assets identified for sale. Facility
closure costs related to lease termination costs ($2.1 million),
equipment relocation ($6.3 million), environmental clean-up (31.5
million) and facility clean-up and preparation for sale ($4.4 million).

Engine and Safety Systems The segment recorded $17.7 million in
restructuring and consolidation costs, consisting of $6.8 million in
personnel-related costs, $7.7 million in asset impairments and $3.2
million in facility consolidation and closure costs. $8.6 million of the
charge represents non-cash items, including $0.9 million of pen-
sion curtailment charges and $7.7 million in asset impairments.

The personnel-related charges were for employee severance and
benefits for 801 employees, 235 of which were terminated in 2001,
leaving 566 employees to be terminated as of December 31, 2001.
Asset impairment charges relate to the write down of assets held for
sale or disposal based on their estimated fair value. Facility closure
costs related to lease and contract termination costs and facility
clean-up costs to prepare the facility for sale.

Electronic Systems The segment recorded $6.6 million in restructur-
ing and consolidation costs, consisting of $4.1 million in personnel-

related costs and $2.5 million in facility closure and consolidation
costs. $0.3 million of the charge represents a non-cash pension cur-
tailment charge.

The personnel-related charges were for employee severance and
benefits for 155 employees, 24 of which were terminated in 2001,
leaving 131 employees to be terminated as of December 31, 2001.
Facility closure and consolidation costs related to lease termination
costs and equipment relocation.

Corporate Restructuring and consolidation costs were $2.5 million,
consisting of employee severance and benefits for 15 employees ter-
minated during the period and employee relocation costs and change-
in-control benefits associated with the Coltec merger. There were no
employees remaining to be terminated as of December 31, 2001.
Activity

Of the $78.9 million in activity, $30.3 million represented cash pay-
ments and $56.8 million represented asset write-offs. These
amounts were offset by a net increase to the reserve of $8.2 million,
principally acquisition-related reserves that were established
through the opening balance sheet.

Approximately $35 million of the $41.4 million of reserves recorded
in 2000 for restructuring costs associated with the sale of
Performance Materials ($35.6 million in asset impairment costs;
$2.1 million in consolidation costs; and $3.7 million in severance
costs) were written-off in 2001. The remaining portion of the reserve
(approximately $6 million) was assumed by the buyer and accord-
ingly written-off against the gain on sale during 2001.

Restructuring and consolidation reserves at December 31, 2000, as
well as activity during the year, consisted of:

Performance
Balance Materials Balance
December 31, Restructuring December 31,
(in millions) 1999 Provision Activity Reserve 2000
Personnel-related costs $ 35.4 $ 16.7 $  (42.9) $ 3.7 $ 12.9
Transaction costs 2.0 — (0.1) — 1.9
Consolidation costs 6.5 27.5 (28.3) 37.7 43.4
$ 439 $§ 442 5 (n3) S a4 $ 582

Provision
During 2000, the Company recorded net restructuring and consoli-
dation costs of $44.2 million consisting of:

> $18.8 million in personnel-related costs (offset by a credit of $2.1
million representing a revision of prior estimates) consisting of:

- $9.5 million in settlement charges related to lump sum payments
made under a nonqualified pension plan that were triggered by
the Coltec merger.

- $3.3 million in employee relocation costs associated with the
Coltec merger.

— $6.0 million for work force reductions.

o $27.5 million in consolidation costs consisting of:

— $11.7 million of accelerated depreciation related to assets at the
Company’s Euless, Texas facility whose useful lives had been
reduced as a result of the decision to consolidate the facility
with the Company’s other landing gear facilities.

— $2.5 million of asset impairment charges representing the excess
of the assets’ carrying value over the fair value less costs to sell.

- $%13.3 million for realignment activities, of which $6.5 million
represented equipment relocation costs and $3.8 million repre-
sented facility closure costs associated with the consolidation
of the Company’s landing gear businesses. The remaining $3
million related to similar costs at various other facilities.
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Activity

The $71.3 million in activity during the year included $57.5 million
related to cash payments and $13.8 million related to the write-off of
assets and accelerated depreciation.

During negotiations with the buyer of Performance Materials, the
buyer requested that the Company absorb the cost of closing and/or
selling certain of the segment’s textile businesses as a condition of
the sale (the “Textile Consolidation”). These actions included the
closure and/or sale of certain facilities, the sale of certain assets and
the consolidation of certain management functions. The estimated
costs of these restructuring activities included $35.6 million for
asset impairments, $2.1 million for consolidation costs and $3.7
million for severance costs.

Since the decision to perform the actions contemplated by the
Textile Consolidation was a direct result of the decision to dispose
of the Performance Materials segment, the costs associated with
the Textile Consolidation were reflected as an obligation/reserve in
the consolidated Balance Sheet at December 31, 2000. The Income
Statement effect was deferred and recognized as part of the gain on
sale in February 2001.

Note D. Earnings Per Share

The computation of basic and diluted earnings per share for income
from continuing operations is as follows:

(In millions, except per share amounts) 2002 2001 2000

Numerator:
Numerator for basic and diluted
earnings per share — income
from continuing operations $ 1659 $
Denominator:
Denominator for basic
-earnings per share —

176.9 $ 2352

weighted-average share 103.7 1031 104.8
Effect of dilutive securities:
Stock options, employee
stock purchase plan and
restricted stock 0.4 0.6 1.0
Performance share plans 0.2 0.3 0.4
Convertible preferred securities 1.2 2.9 2.9
Dilutive potential common shares 1.8 3.8 43
Denominator for diluted
earnings per share — adjusted
weighted-average shares and
assumed conversion 105.5 106.9 109.1
Per share income from continuing
operations:
Basic $ 160 $ 172 $ 224
Diluted $ 157 $ 165 § 206

At December 31, 2002, the Company had approximately g.5 million
stock options outstanding (see Note T). Stock options are included
in the diluted earnings per share calculation using the treasury stock
method, unless the effect of including the stock options would be
anti-dilutive. During 2002, 2001 and 2000, there were anti-dilutive
options excluded from the diluted earnings per share calculation.

Note E. Sale of Receivables

The Company has an agreement to sell certain trade accounts
receivable, up to a maximum of $140.0 million and $110.0 million at
December 31, 2002 and 2001, respectively. Receivables of $97.3 mil-
lion were sold under this agreement and reflected as a reduction of
Accounts Receivable at December 31, 2002 and 2001. The receiv-
ables were sold without recourse and at a discount, which is included
in interest expense.

Continued availability of the securitization is conditioned upon
compliance with covenants, related primarily to operation of the
securitization, set forth in the related agreements. The Company is
in compliance with all such covenants at December 31, 2002. The
securitization agreement includes a rating downgrade trigger pur-
suant to which the agreement may be terminated upon a downgrade
of our credit ratings below BB- by Standard & Poor’s or Ba3 by
Moody’s Investor Services. If such an event were to occur, the
Company expects that it would have sufficient capital resources
through existing revolving credit facilities to meet its needs.

During 2000, the Company entered into an agreement to sell certain
long-term receivables. This agreement contained recourse provisions
under which the Company was required to repurchase receivables in
certain events. In the fourth quarter 2001, the Company repur-
chased approximately $20 million of these long-term receivables at
the request of the financial institution. In August 2002, the
Company repurchased $20.3 million of receivables as a result of a
payment default by the primary obligor and terminated this agreement.

Note F. Payment-In-Kind Notes Receivable

The proceeds from the sale of the Company’'s Performance
Materials segment included $172 million in debt securities issued by
the buyer in the form of unsecured notes with interest payable in
cash or payment-in-kind, at the option of the issuer. Payment-in-kind
refers to the issuer’s ability to issue additional debt securities with
identical terms and maturities as the original debt securities as
opposed to making interest payments in cash. The notes have a
term of 10.5 years, and bear interest at a rate of 13 percent, which
increases to 15 percent if cash interest payments do not commence
after the fifth year.

The Company initially recorded a discount of $21.2 million based on
a 14 percent discount rate. In july 2002, the Company entered into
an agreement with Noveon to amend certain provisions of the PIK
notes held by the Company to give Noveon the option to prepay the
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securities at a discount greater than the original discount if they are
prepaid on or before February 28, 2003. As a result of prepayments
made in June and October 2002, Noveon has prepaid a total of
$62.5 million of the outstanding principal of the PIK notes for $49.8
million in cash. Because the prepayments did not exceed the origi-
nal discount recorded at the inception of the note, no gain or loss
was recognized.

Interest income on the notes is recognized using the effective inter-
est method and is recorded in Interest Income in the Consolidated
Staternent of Income. The notes are classified as held-to-maturity in
accordance with SFAS No. 115, “Accounting for Certain Investments
in Debt and Equity Securities”.

The Company does not currently believe a valuation allowance is
necessary. The Company will record a valuation allowance if events
or changes in circumstances indicate that the carrying amount of
the notes may not be recoverable. The fair market value of the notes
at December 31, 2002 is approximately $140 million.

Note G. Inventories

Inventories consist of the following;

(in millions) 2002 2001

FIFO or average cost (which approximates
current costs):

Finished products $ 2462 3 1720
In process 559.6 504.9
Raw materials and supplies 259.0 2171
1,064.8 894.0
Reserve to reduce certain inventories
to LIFO basis (40.3) (42.2)
Progress payments and advances {52.8) (44.3)
Total $ ong7 $ 8o7s5

Approximately 13 and 15 percent of inventory was valued by the LIFO
method in 2002 and 2001, respectively.

In-process inventories as of December 31, 2002, which include sig-
nificant deferred costs for long-term contracts accounted for under
contract accounting, are summarized by contract as follows (in mil-
lions, except quantities which are number of aircraft):

OAircraft Order Status Company Order Status in-Process [nventory
Pre-
Production
BFirm and Excess-
Delivered Unfilled Unfilled  ® Contract Unfilled “Year Over-
to Airlines Orders Options Quantity  Delivered Orders  Complete Production Average Total
717-200 114 40 83 200 1y 57 2007 $ g1 $ N2 $ 403
Embraer Tailcone 6 12 202 600 13 — 20m — 18.9 18.9
CF34-10 — 30 72 750 —_ — 2020 — 25.0 25.0
Trent goo — 43 33 267 — — 2019 — 3.4 3.4
7Q7 — — — 18 — — 2006 — 21.3 213
Others 120.2 4.2 124.4
In-process inventory related
to long-term contracts $ 1293 $ 1040 233.3
In-process inventory not
related to long-term
contracts 326.3
Balance at
December 31, 2002 $ 550.6

continue in effect beyond this date.

3) Represents the number of aircraft for which the Company has firm unfilled orders.
4) The year presented represents the year in which the final production units included in the contract quantity are expected to be delivered. The contract may

(1) Represents the aircraft order status as reported by independent sources for the related aircraft and engine option.
(2) Represents the number of aircraft used to obtain average unit cost.
{
{
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Based on revisions to the production schedule announced by
Boeing at the end of 2001, the Company reevaluated its estimated
costs to complete Boeing 717-200 contract, its learning curve
assumptions as well as the number of aircraft expected to be deliv-
ered. As a result of this analysis, the Company recorded a charge of
$76.5 million during the fourth quarter of 2001. The Company will
continue to record no margin on this contract based on its revised
assumptions. Recovery of the pre-production balance of $31.2 mil-
lion at December 31, 2002 is subject to Boeing's future production
rate and delivery schedule as well as our future cost structure and
learning curve assumptions.

Note H: Goodwill and Identifiable Intangible Assets

Under SFAS 142, intangible assets deemed to have indefinite lives
and goodwill are subject to annual impairment testing using the
guidance and criteria described in the standard. This testing
requires comparison of carrying values to fair values, and when appro-
priate, the carrying value of impaired assets is reduced to fair value.

During the second quarter of 2002, the Company performed the first
of the required impairment tests of goodwill and indefinite lived
intangible assets. Based on those results, the Company determined
that it was likely that goodwill relating to the Aviation Technical
Services “reporting unit” (ATS) had been impaired. ATS is included
in the Aerostructures and Aviation Technical Services business seg-
ment. During the third quarter of 2002, the Company completed its

measurement of the goodwill impairment and recognized an
impairment of $36.1 million (representing total goodwill of this
reporting unit) which was non-deductible for income tax purposes
and was reported as a cumulative effect of an accounting change
retroactively to January 1, 2002.

Income from continuing operations, basic and diluted earnings per
share for the years ended December 31, 2002, 2001 and 2000, adjusted
to exclude amounts no longer being amortized, are as follows:

(in millions, except per share amounts) 2002 2001 2000
Reported Income from

Continuing Operations $ 1659 $ 76,9 § 2352
Adjustments:

Goodwill amortization — 30.4 222

Income taxes — (7.5) (5.6)
Adjusted Income from

Continuing Operations $ 1659 S 1998 § 2518
Basic earnings per share:

Reported $ 160 $ 172 5 224

Adjusted $ 160 § 194 $ 240
Diluted earnings per share:

Reported $ 157 $ 165 $ 216

Adjusted $ w57 $ 187 % 23

The changes in the carrying amount of goodwill for the year ended
December 31, 2002, by segment are as follows:

Business
Balance Combinations Balance
December 31, Completed December 31,
{in millions) 2001 or Finalized Other 2002
Aerostructures and Aviation Technical Services $ 56.7 $ — s (369) $ 20.6
Landing Systems 67.9 — (9.1) 58.8
Engine and Safety Systems 185.2 (2.8) — 182.4
Electronic Systems 437.5 (5.7) — 431.8
Aeronautical Systems — 500.6 — 500.6
S 7473 $ 4920 $  (452) $ 1942

The $36.1 million reduction in goodwill in Aerostructures and
Aviation Technical Services represents the cumulative effect of adop-
tion of SFAS 142, which resulted in goodwill impairment in the ATS
reporting unit.

The $9.1 million reduction in goodwill in Landing Systems represent-
ed a reclassification of intellectual property rights to patents, trade-
marks and licenses upon the adoption of SFAS 142.

The $2.8 million reduction in goodwill in Engine and Safety Systems
represents the elimination of an allowance that was established in
the opening balance sheet against a receivable that was subse-
quently collected ($0.4 million) and the adjustment of a restructur-
ing reserve that was established in the opening balance sheet due to
a change in estimated severance costs ($2.4 million).

The $5.7 million reduction in goodwill in Electronic Systems prima-
rily represents the finalization of the purchase price allocation relat-
ing to the acquisition of the lighting systems business acquired in
September 2001. The adjustment consists of additional value of
$6.1 million assigned to customer relationships and reclassified to
identifiable intangible assets offset by an adjustment to the minori-
ty interest of that business which slightly increased goodwill. This
decrease was offset by a $0.4 million increase associated with an
adjustment to the purchase price of an acquisition due to an earn-
out agreement.

The $500.6 million increase in Aeronautical Systems represents the
goodwill recorded in the opening balance sheet (see Note B).
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Identifiable intangible assets as of December 31, 2002 are com-
prised of:

Cross Accumulated

(in millions) Amount Amortization Net
Amortizable intangible assets:
Patents, trademarks 'and
licenses $ 1553 $ 415 $ 1138
Customer relationships 267.8 5.0 262.8
Technology 82.2 0.5 8.7
Non-compete agreements 7.8 5.6 2.2
Sourcing contracts 4.8 0.4 4.4

$ 5179 % 530 $ 4649

The Company also maintains $100.0 million of uncommitted
domestic money market facilities and $6.8 million of uncommitted
foreign working capital facilities with various banks, of which $83.3
million were unused and available at December 31, 2002.

Weighted-average interest rates on short-term borrowings were 2.8
percent, 5.8 percent and 6.6 percent during 2002, 2001 and 2000,
respectively.

Long-Term Debt At December 31, 2002 and 2001, long-term debt and
capital lease obligations consisted of:

Amortization of these intangible assets for the year ended
December 31, 2002 was $17.0 million. Amortization expense for
these intangible assetsiis estimated to be approximately $21 million
in 2003 and $22 million per year from 2004 to 2007. There were no
indefinite lived identifiable intangible assets as of December 31, 2002.

Note I. Financing Arrangements

Short-Term Bank Debt At December 31, 2002 the Company had
$750.0 million in committed global syndicated revolving credit
agreements. These credit facilities consist of a $425.0 million three-
year agreement expiring in December 2004 and a $325 million 364-
day agreement expiring in September 2003. Borrowings under these
agreements bear interest, at the Company’s option, at rates tied to
the agent bank’s prime rate or for U.S. dollar or Great Britain Pound
borrowings, the London interbank offered rate, and for Eurodollar
borrowings, the EURIBO rate. Under the agreement expiring in
2004, the Company is required to pay a facility fee of 17.5 basis
points per annum on the total $425 million committed line. Under
the 364-day agreement, the Company is required to pay a facility fee
of 15 basis points per annum on the total $325 million committed
line. On these two agreements, if the amount outstanding on the
line of credit exceeds 33 percent of the total commitment, a usage
fee of 12.5 basis points per annum on the loan outstanding is
payable by the Company. These fees and the interest rate margin on
outstanding revolver borrowings are subject to change as the
Company’s credit ratings change. At December 31, 2002, $155.0 mil-
lion was outstanding pursuant to the three-year agreement. There
were no borrowings under the 364-day agreement at year end.

In addition, the Company had a $200.0 million committed syndi-
cated 364-day revolving credit agreement at Decemnber 31, 2002, all
of which was outstanding as of that date. This credit facility is the
remaining commitment and borrowing from the $1.5 billion credit
facility established in July 2002 for the Aeronautical Systems acqui-
sition from TRW Inc.. Borrowings under this credit agreement bear
interest, at the Company’s option, at rates tied to the agent bank’s
prime rate or the London interbank offered rate. Under the agree-
ment, the Company is required to pay a facility fee of 15 basis points
per annum on the amount of the commitment available at any time.

(in millions) 2002 2001
MTN notes payable $ 699.0 $ 699.0
6.45% senior notes, maturing in 2007 300.0 —
7.5% senior notes, maturing in 2008 296.9 300.0
6.6% senior notes, maturing in 2009 225.6 2073
7.625% senior notes, maturing in 2012 500.0 —
IDRBs, maturing in 2023, 6.0%. . 60.0 60.0
Other debt, maturing to 2020
(interest rates from 0.8% to 6.5%) 45.8 37.7
2,127.3 1,304.0
Capital lease obligation (Note [) 17 3.2
Total $2129.0 $1,307.2

Senior Notes In December 2002, the Company issued $300.0 million
of 6.45 percent senior notes due in 2007 and $500.0 million of 7.625
percent senior notes due in 2012. The net proceeds from the
issuance of the notes were used to repay a portion of the amounts
outstanding under the $1.5 billion, 364-day credit facility.

At December 31, 2001, the $300.0 million of 7.5 percent senior notes
due in 2008 were obligations of Coltec. In May 2002, the Company
issued $296.g9 million aggregate principal amount of 7.5 percent sen-
ior notes due in 2008 in exchange for a like principal amount of
Coltec’s 7.5 percent senior notes due in 2008. All $296.9 million of
Coltec senior notes acquired by the Company in the exchange offer
were sold to Coltec and thereafter cancelled. The remaining $3.1 mil-
lion of outstanding Coltec senior notes remain outstanding as the
obligation of Coltec, which is now a wholly owned subsidiary of EnPro.

In 1999, the Company issued $200.0 million of 6.6 percent senior
notes due in 2009. The Company entered into a fixed-to-floating
interest rate swap to manage the interest rate exposure associated
with these notes. In September 2002, the interest rate swap, which
was accounted for as a fair value hedge, was terminated. At termi-
nation, the Company received $29.4 million, comprised of a $2.6
million receivable representing the amount owed on the interest
rate swap from the previous settlement date and $26.8 million rep-
resenting the fair value of the interest rate swap at the time of ter-
mination. The carrying amount of the notes was increased by $26.8
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million representing the change in fair value of the debt due to
changes in interest rates for the period hedged. This amount will be
amortized as a reduction to interest expense over the remaining
term of the debt.

MTN Notes Payable The Company has periodically issued long-term
debt securities in the public markets through a medium-term note
program (referred to as the MTN program), which commenced in
1995. MTN notes outstanding at December 31, 2002, consisted
entirely of fixed-rate non-callable debt securities. Al MTN notes out-
standing were issued between 1995 and 1998, with interest rates
ranging from 6.5 percent to 8.7 percent and maturity dates ranging
from 2008 to 2046.

IDRBs The industrial development revenue bonds maturing in 2023
were issued to finance the construction of a hangar facility in 1993.
Property acquired through the issuance of these bonds secures the
repayment of the bonds.

Aggregate maturities of long-term debt, exclusive of capital lease
obligations, during the five years subsequent to December 31, 2002,
are as follows (in millions): 2003 - $2.1; 2004 — $2.5; 2005 - $2.3;
2006 — $3.3 and 2007 - $301.5.

The Company's debt agreements contain various restrictive
covenants that, among other things, place limitations on the pay-
ment of cash dividends and the repurchase of the Company's capi-
tal stock. Under the most restrictive of these agreements, $384.2
million of income retained in the business and additional capital
was free from such limitations at December 31, 2002.

Note ). Lease Commitments

The Company leases certain of its office and manufacturing facilities
as well as machinery and equipment under various leasing arrange-
ments. The future minimum lease payments from continuing oper-
ations, by year and in the aggregate, under capital leases and under
noncancelable operating leases with initial or remaining noncance-
lable lease terms in excess of one year, consisted of the following at
December 31, 2002:

Noncancelable
Capital ~ Operating
(in millions) Leases Leases
2003 $ 20 $ 404
2004 15 33.5
2005 0.4 26.6
2006 — 19.6
2007 — 16
Thereafter — 88.5
Total minimum payments 39§ 2247
Amounts representing interest (0.4)
Present value of net minimum lease payments 3.5
Current portion of capital lease obligations (1.8)

Total $ 1.7

Net rent expense from continuing operations consisted of the
following:

{in millions) 2002 2001 2000
Minimum rentals $ 420 $ n3 § 285
Contingent rentals 0.2 1.6 1.7
Sublease rentals (0.2) {0.1) (0.)
Total $ 420 $ 328 3 300

Note K. Pensions and Postretirement Benefits

The Company has several defined benefit pension plans covering
eligible employees. Plans covering salaried employees generally pro-
vide benefit payments using a formula that is based on an employ-
ee’s compensation and length of service. Plans covering hourly
employees generally provide benefit payments of stated amounts for
each year of service. The Company also sponsors several unfunded
defined benefit postretirement plans that provide certain health-care
and life insurance benefits to eligible employees. The health-care
plans are contributory, with retiree contributions adjusted periodi-
cally, and contain other cost-sharing features, such as deductibles and
coinsurance. The life insurance plans are generally noncontributory.

The Company's general funding policy for qualified pension plans is
to contribute amounts at least sufficient to satisfy regulatory funding
standards. Assets for these plans consist principally of investments
in U.S. and international equities, government and corporate bonds
and real estate. At December 31, 2002, the pension plans held 2.0
million shares of the Company’s common stock with a fair value of
$36.8 million.

Amortization of unrecognized transition assets and liabilities, prior
service cost and gains and losses (if applicable) are recorded using
the straight-line method over the average remaining service period
of active employees, or approximately 12 years.
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Pensions

The following table sets forth the status of the Company’s defined
benefit pension plans as of December 31, 2002 and 2001, and the
amounts recorded in the Consolidated Balance Sheet at these dates.
The pension benefits related to discontinued operations retained by
the Company are included in the amounts below.

(1) Effective January 1, 2003, the expected return on plan assets was changed to 9.0% for U.S. plans.

U.S. Plans Non-U.S. Plans
{in mitlions) 2002 2001 2002 2001
Change in Projected Benefit Obligations
Projected benefit obligation at beginning of year $ 1,930.2 $ 1,062.9 30.3 $ 24.6
Service cost 30.9 27 6.1 1.4
Interest cost 147.7 142.6 6.8 1.8
Amendments 14.5 4.2 — —
Actuarial (gains) losses 170.0 (34.9) (29.9) 1.8
Participant contributions — — 2.0 0.8
Acquisitions {divestitures)/other 71.8 0.4 332.3 1.9
Curtailment/settlement — — (0.4) —
Foreign currency translation — — 10.2 ()
Benefits paid (184.3) (172.1) (1.8) (0.9)
Projected benefit obligation at end of year $ 2,80.8 $ 1,930.2 355.6 $ 30.3
Change in Plan Assets
Fair value of plan assets at beginning of year $ 1,8150 $ 2,083.2 27.6 $ 27.7
Actual return on plan assets (86.1) (104.7) 6.4 (0.7)
Acquisitions (divestitures)/other 38.8 — 314.8 —
Participant contributions — — 2.0 0.8
Company contributions. 433 8.6 4.1 1.9
Foreign currency translation — — 10.2 (1.2)
Benefits paid (184.3) (172.1) {1.8) (0.9)
Fair value of plan assets at end of year $ 1,626.7 $ 1,8150 363.3 3 27.6
Funded Status (Underfunded)
Funded status $  (554.) $  (15.2) 7.7 $ (2.7)
Unrecognized net actuarial (gain) loss 660.2 250.7 (24.8) 4.4
Unrecognized prior service cost 49.0 41.9 0.4 0.5
Unrecognized net transition obligation — 1.5 {0.1) (0.1)
Prepaid (accrued) benefit cost $ 1559 $ 1789 {16.8) $ 2.
Amounts Recognized in the Statement of Financial Position Consist Of:
Prepaid benefit cost $ 2494 $ 2387 2.7 $ 3.5
intangible asset 484 22.8 0.3 —
Accumulated other comprehensive (income) loss 584.4 79.5 1.0 —
Additional minimum liability (632.5) (102.3) (1.3) —
Accrued benefit liability (94.3) (59.8) (19.5) (1.4)
Net amount recognized $ 1559 $ 1789 (16.8) $ 2.1
Weighted-Average Assumptions as of December 31
Discount rate 6.875% 7.50% 6.04% 6.73%
Expected return on plan assets® 9.25% 9.25% 8.46% 7.79%
Rate of compensation increase. 3.86% 4.06% 3.27% 3.69%
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Defined benefit plans with projected benefit obligations exceeding
the fair value of plan assets were as follows at December 31, 2002

Defined benefit plans with accumulated benefit obligations exceed-
ing the fair value of plan assets were as follows at December 31,

and 2001 2002 and 2001:
U.S. Plans Non-U.S. Plans U.S. Plans Non-U.S. Plans

(in millions) 2002 2001 2002 2001 {in millions) 2002 2001 2002 2001
Aggregate fair value Aggregate fair value

of plan assets $1,626.7 % 4044 $ 287 $ 142 of plan assets $1,6267 $ 4044 $ 247 $ 8.4
Aggregate projected Aggregate

benefit obligation $21808 $ 5330 $ 392 $ 170 accumulated benefit

obligation $20040 $ %64 $ 338 $ 07

Ih 2002, global capital market developments resulted in negative
returns on the Company’s pension plan assets and a decline in the
discount rate used to estimate the pension liability. As a result, the
Company adjusted the minimum pension liability recorded in its
consolidated Balance Sheet. The effect of this adjustment was to
increase the additional minimum pension liability by $531.5 million,
increase intangible assets by $25.6 million, increase deferred income
tax assets by $178.1 million, and increase accumulated other com-
prehensive loss by $327.8 million ($505.9 million on a pre-tax basis).

(in millions)

U.S. Plans Non-U.S. Plans
2002 2001 2000 2002 2001 2000

Components of Net Periodic Benefit Cost (Income):

Special termination benefit charge (credit)

Service cost $ 309 $ 270 § 274 $ 61 $ 1.4 $ 1.4
Interest cost 147.7 142.6 145.5 6.8 1.8 1.6
Expected return on plan assets (166.9) (186.5) (188.2) (8.8) (2.2) (2.1)
Amortization of prior service cost 9.2 8.1 12.0 — — —
Amortization of transition obligation 1.5 3.1 1.1 — — —
Recognized net actuarial (gain) loss 83 (3.5) (8.6) 0.1 — —
Benefit cost (income) 30.7 (9.1) {(10.8) 4.2 1.0 0.9
Settlements and curtailments (gain)/loss X 15.6 9.5 — — —

1.9 13 — — — —

331 $ 78 $ (13) $ 42 § 10 $ o9
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Postretirement Benefits Other Than Pensions

The following table sets forth the status of the Company’s defined
benefit postretirement plans as of December 31, 2002 and 2001, and
the amounts recorded in the Consolidated Balance Sheet at these
dates. The postretirement benefits related to discontinued opera-
tions retained by the Company are included in the amounts below.

(in millions) 2002 2001
Change in Projected Benefit Obligations
Projected benefit obligation

at beginning of year. $ 3495 $ 3503
Service cost 1.6 2.2
Interest cost 25.5 27.2
Amendments {0.2) —
Actuarial (gains) losses 59.2 14.4
Acquisitions (divestitures)/other 8.8 2.3
Curtailment/settlement — (8.4)
Benefits paid (35-9) (38.5)
Projected benefit obligation

at end of year $ 4085 $ 3495
Change in Plan Assets
Fair value of plan assets at

beginning of year $ - 5§ —
Company contributions 35.9 38.5
Benefits paid (35.9) (38.5)
Fair value of plan assets at end of year $ - $ -
Funded Status (Underfunded)
Funded status $ (4085 $ (349.5)
Unrecognized net actuarial (gain) loss 50.2 (5.1)
Unrecognized prior service cost {0.9) (0.8)
Accrued benefit cost $ (359.2) $ (355.4)
Weighted-Average Assumptions

as of December 31
Discount rate 6.875% 7.50%

For measurement purposes, a 10.0 percent annual rate of increase
in the per capita cost of covered health care benefits was assumed
for 2003. The rate was assumed to decrease gradually to 5.0 percent
for 2007 and remain at that level thereafter.

{in millions) 2002 2001 2000

Components of Net Periodic
Benefit Cost (Income):

Service cost S 1.6 §$ 22§ 2.3
Interest cost 25.5 27.2 26.4
Amortization of prior

service cost (0.} (0.1) (1.9)
Recognized net actuarial

(gain) loss — 0.3 0.3
Benefit cost (income) 27.0 29.6 27.1
Settlements and curtailments

(gain)/loss — (8.5) —
Special termination benefit

charge (credit) — 1.0 —

$ 270 $ 221 $ 271

The table below quantifies the impact of a one percentage point
change in the assumed health care cost trend rate.

1 Percentage 1 Percentage
Point Point
{in millions) Increase Decrease
Effect on total of service and
interest cost components in 2002 $ 16 3 14
Effect on postretirement benefit
obligation as of December 31, 2002 $ 254 $ 222

The Company also maintains voluntary retirement savings plans for
salaried and wage employees. Under provisions of these plans, eli-
gible employees can receive Company matching contributions on
up to the first 6 percent of their eligible earnings. For 2002, 2001
and 2000, Company contributions amounted to $47.0 million,
$36.9 million, and $37.5 million, respectively. Company contributions
include amounts related to employees of discontinued operations.

Note L. Income Taxes

Income from continuing operations before income taxes and Trust
distributions as shown in the Consolidated Statement of Income
consists of the following:

(in millions) 2002 2001 2000
Domestic $ 2600 $ 2257 $ 3146
Foreign 0.6 56.0 52.4
Total $ 2606 $ 2817 $ 3670

A summary of income tax (expense) benefit from continuing opera-
tions in the Consolidated Statement of Income is as follows:

(in millions) 2002 2001 2000
Current:
Federal $ (65) 3 (433) $ (1287
Foreign 0.8 (29.3) (19.6)
State (3.9) (3.2) (6.2)
(9-6) (758) (154.5)
Deferred:
Federal (82.2) (24.8) 46.1
Foreign (1.4) 6.3 (12.9)
(83.6) (18.5) 33.2
Total $ (932) $ (943) $ (1213)
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Significant components of deferred income tax assets and liabilities
at December 31, 2002 and 2001, are as follows:

The effective income tax rate from continuing operations varied
from the statutory federal income tax rate as follows:

(in millions) 2002 2001
Deferred income tax assets:
Accrual for postretirement benefits
other than pensions $ 1592 $ 1444
Inventories 69.2 57.0
Other nondeductible accruals 37.5 41.4
Tax credit and net operating loss carryovers 37.1 37.1
Employee benefits plans 1.6 4.6
Pensions 170.7 1.8
Other 62 92.0
Total deferred income tax assets. 547.4 378.0
Deferred income tax liabilities:
Tax over book depreciation. (91.4) (73.5)
Tax over book intangible amortization (757) (65.6)
Tax over book interest expense (84.9) (82.2)
Other {128.6) (57.7)
Total deferred income tax liabilities (380.6) (279.0)
Net Deferred Income Tax Asset $ 668 3 99.0

Management has determined, based on the Company's history of
prior earnings and its expectations for the future, that taxable
income of the Company will more likely than not be sufficient to
recognize fully these net deferred tax assets. In addition, manage-
ment’s analysis indicates that the turnaround periods for certain of
these assets are for long periods of time or are indefinite. In partic-
ular, the turnaround of the largest deferred tax asset related to the
accrual for postretirement benefits other than pensions will occur
over an extended period of time and, as a result, will be realized for
tax purposes over those future periods. The tax credit and net
operating loss carryovers, principally relating to Rohr, are primarily
comprised of federal net operating loss carryovers of $62.8 million,
which expire in the years 2005 through 2013, and investment tax
credit and other credits of $15.1 million, which expire in the
years 2003 through 2014. The remaining deferred tax assets and
liabilities approximately match each other in terms of timing
and amounts and should be realizable in the future, given the
Company's operating history.

Percent of Income
Pretax
2002 2001 2000

Statutory federal income tax rate 35.0% 35.0% 35.0%
Amortization of nondeductible

goodwill — 1.4 0.7
Credits — (0.5) (0.4)
State and local taxes 0.9 0.7 11
Tax exempt income from

foreign sales corporation (5.7) 6.7) (3.8)
Trust distributions (1.4) (1.3) (1.0)
Repatriation of non-U.S. earnings 39 0.9 (0.4)
In-process research and development 1.6 — —
Cther items 1.1 4.0 1.9
Effective income tax rate 34.6% 33.5% 331%

The Company has not provided for U.S. federal and foreign
withholding taxes on $244.3 million of foreign subsidiaries’ undis-
tributed earnings as of December 31, 2002, because such earnings
are intended to be reinvested indefinitely. It is not practical to deter-
mine the amount of income tax liability that would result had such
earnings actually been repatriated. On repatriation, certain foreign
countries impose withholding taxes. The amount of withholding tax
that would be payable on remittance of the entire amount of undis-
tributed earnings would approximate $19.8 million.

Note M. Business Segment Information

Due to the acquisition of Aeronautical Systems from TRW in 2002,
the spin-off of the Engineered Industrial Products segment in 2002,
and the sale of the Performance Materials segment in 2001, the
Company redefined its segments. The Company's operations are
now classified into five business segments: Aerostructures and
Aviation Technical Services, Landing Systems, Engine and Safety
Systems, Electronic Systems and Aeronautical Systems,
Accordingly, the Company has reclassified all periods based on its
revised segment reporting.

Aerostructures and Aviation Technical Services

The core products of the Company's Aerostructures division are
nacelles, pylons, thrust reversers and related aircraft engine housing
components. The Company is a leading worldwide supplier of
nacelles, which are the aerodynamic structures that surround
engines, and pylons, which are the engine-to-wing structures that
support engines and provide the critical connective conduit for fuel
delivery and numerous engine-driven aircraft systems. In addition,
the Company manufactures a range of specialized aerostructures,
including lightweight, temperature-resistant auxiliary power unit
tailcones for jetliners, corrosion-resistant structures for tactical mil-
itary aircraft, and rigid cargo barriers for freighter aircraft. The
Company also manufactures a variety of galley, wing, nacelle, thrust
reverser, flight control surface and assembly components for out-of-
production aircraft.
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Through the Aviation Technical Services division, the Company serv-
ices approximately 550 aircraft each year and is among the largest
independent providers of maintenance, repair, overhaul and modifi-
cation services in the world. Services provided by the Company's
Aviation Technical Services division range from the repair of indi-
vidual components and systems to heavy maintenance and modif-
cations of large commercial aircraft and business jet aircraft. The
Company performs comprehensive total aircraft maintenance,
repair, overhaul and modification for many commercial airlines,
independent operators, aircraft leasing companies and airfreight
carriers.

Landing Systems

The Company’s Landing Systems segment provides systems and
components related to aircraft taxi, take-off, landing and stopping.
Several divisions within this segment are linked by their ability to
contribute to the integration, design, manufacture and service of
entire aircraft undercarriage systems, including landing gear, wheels
and brakes, and certain brake controls. The Company differentiates
itself from component suppliers by providing integrated systems,
delivered as completely pre-assembled units to airframe manufac-
turers. The Company also provides complete repair and overhaul
services for landing gear, wheels and brakes. In addition, through
the Company’s engineered polymer products division, the Company
designs and produces components made from proprietary, high-
performance composite material systems used in naval ships and
submarines to improve acoustic characteristics and reduce radar
signature of exposed superstructures.

Engine and Safety Systems

The Company's Engine and Safety Systems segment produces a
variety of products used in engine systems, including fuel delivery
systems, electronic and mechanical controls, pumps, metering
devices, manifolds and rotating components such as disks, blisks,
shafts and airfoils for both areospace and industrial gas turbine
applications. The segment also provides evacuation systems such
as slides and floats and seats for pilots, observers and flight atten-
dants. The Company's de-icing and specialty systems division
produces ice protection systems for general aviation, heating and
related systems for large commercial transport aircraft, and potable
water systems for regional and business aircraft. The Company also
supplies electrothermal ice protection systems for airframe,
propeller and helicopter rotor applications and specialty heating
systems, water heaters and other internal and external heated com-
ponents for large commercial transport aircraft. Through the
Company's propulsion systems division, the Company provides
research, design, development, qualifications and manufacture of
advanced aircrew escape systems. The Company also supplies
individual components such as rocket motors and catapults,
pyrotechnic gas generators, ejection seats, precision electro-explosive
devices, propellants, linear actuators, and safety and arming devices.

Electronic Systems

The Company'’s Electronic Systems segment produces a wide array
of products that provide flight performance measurements, flight
management, and control and safety data. The Company supplies a
variety of high-performance sensor systems, such as stall warning
systems and systems that measure, manage and/or monitor aircraft
fuel; oil debris; engine, transmission and structural health; and air-
craft motion and control. The Company also supplies a variety of
avionics systems and other instruments, including warning and
detection systems, ice detection systems, test equipment, aircraft
lighting systems, landing gear cables and harnesses, satellite con-
trol, data management and payload systems, launch and missile
telemetry systems, airborne reconnaissance systems and laser
warning systems. In addition, the Company’s optical and space sys-
tems division designs and builds high-performance, custom-engi-
neered electronics, optics and electro-optical products for defense,
aerospace, scientific and commercial applications. The Company
also produces directional surveying equipment for use by compa-
nies operating in petroleum, mining and utility industries.

Aeronautical Systems
Aeronautical Systems manufactures highly engineered systems and
equipment in the following product groups:

o Engine controls This product group consists of engine control sys-
tems and components for jet engines used on commercial and
military aircraft, including fuel metering controls, fuel pumping
systems, electronic control software and hardware, variable
geometry actuation controls, afterburner fuel pump and metering
unit nozzles, and engine health monitoring systems.

o Flight controls This product group includes actuators for primary
flight control systems that operate elevators, ailerons and rud-
ders, as well as secondary flight controls systems such as flaps
and slats.

« Power systems This product group consists of systems that pro-
duce and control electrical power for commercial and military air-
craft, including electric generators for both main and back-up
electrical power, electric starters, and electric starter generating
systems, as well as power management and distribution systems.

o Cargo systems This product group consists of fully-integrated
main deck and lower lobe cargo systems for wide body aircraft.

o« Hoists and winches This product group consists of airborne hoists
and winches used on both helicopters and fixed wing aircraft.

« Actuation systems This product group consists of systems that
control the movement of steering systems for missiles as well as
electro-mechanical systems that are characterized by high power,
low weight, low maintenance, resistance to extreme temperatures
and vibrations, and high reliability.
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Segment operating income is total segment revenue reduced by ——
) i . . . (in millions) 2002 2001 2000
operating expenses identifiable with that business segment, except
that in-process research and development, the Aeronautical Assets
Syst . t ¢ tructuri d lidati t Aerostructures and Aviation
ystems inventory step-up, restructuring and consolidation costs, Technical Services $ 1357 S 11766 $12166
and unusual inventory adjustments are presented separately. Landing Systems 891.8 949.0 935.8
Unusual inventory adjustments are classified within cost of sales Engine and Safety Systems 486.2 529.7 516.6
and relate primarily to inventory adjustments associated with reduc- Electronic Systems 927.5 1,013.9 843.4
ing the Company's investment in the Boeing 717 program and in its Aeronautical Systems 1,785 — —
Super 27 re-engining program due to reduced expectations for these Assets of Discontinued
. . Operations — 873.9 2,044.0
programs. The reduced expectations for the Boeing 717 program
. A . Corporate 763.3 657.3 495.9
relate directly to Boeing’s announced production schedule reduc-
) ) ) ) Total Assets $5989.6 $5200.4 $6,052.3
tions for this program during the fourth quarter of 2001, while the n .
e ) SN ) Capital Expenditures
Super 27 reduction in expectations was primarily due to deteriorat- Aerostructures and Aviation
ing economic conditions and the September 11th terrorist attacks. Technical Services $ 288 $ 649 $ 388
. - Landing Systems .0 62. 2.
The accounting policies of the reportable segments are the same as g 2y 34 3 423
h for th lidated C T . mificant inter Engine and Safety Systems 13.0 30.4 26.9
those for the consolidated Company. There are no significant inter- Electronic Systems 105 23.4 1y
segment sales. Aeronautical Systems 4.2 — —
Corporate 6.8 9.5 13.9
(in millions) 2002 2001 2000 Total Capital Expenditures $ 1073 $ 1505 § 1338
Sales Depreciation and Amortization
Aerostructures and Expense
Aviation Technical Services $1176.9 $1.493.6 $14270 Aerostructures and Aviation
Landing Systems 1,038.2 1,149.1 1,057.7 Technical Services $ 514 5 468 5 439
Engine and Safety Systems 638.8 762.6 644.4 Landing Systems 559 53-9 64.8
Electronic Systems 791.9 779.2 571.4 Engine and Safety Systems 26.8 29.2 24.5
Aeronautical Systems 264.4 — — Electronic Systems 303 41.7 31.5
Total Sales $3,9102 $41845 $3,7005 Aeronautical Systems 16.2 - -
Operating Income Corporate 2.9 2.2 0.7
Aerostructures and Aviation Total Depreciation and
Technical Services $ 169.9 $ 2260 $ 2006 Amortization $ 1835 $ 1738 $ 1654
Landing Systems 140.1 153.1 149.0 Geographic Areas Net Sales
Engine and Safety Systems 79.2 131.9 n7.s United States $24732 $26935 $18727
Electronic Systems 135.3 133.1 117.5 Canada 1573 1774 166.5
Aeronautical Systems 8.4 — — Europe 914-4 938.5 1,043.9
532.9 644.1 593.6 Other Foreign 3653 3751 617.4
Corporate General and Total $39102 $41845 $37005
Administrative Expenses {59.0) (57.7) (59.7) Property
Restructuring and United States $ 893 $ 8355 $ 8184 "_
Consolidation Costs {41.3) (107.3) (44.2) Canada 63.0 65.9 53.0
In-process research and E
development written off {12.5) — — urope . 7 42.6 203
. Other Foreign 20.9 7.5 5.3
Aeronautical System
inventory step-up (58.8) _ _ Total $1,2403 3% 9555 $ 8gyo0
Unusual Inventory Adjustments — (94.5) — (1) In 2002, sales to customers in Great Britain and France represented 38
Total Cperating Income $ 3613 $ 3846 3 4897 percent and 33 percent, respectively, of sales to customers in Europe.
- Sales were allocated to geographic areas based on the country to which
Special Items .
the product was shipped. okl
Aerostructures and Aviation e
Technical Services $ mn8 % 1303 $ 3.6
Landing Systems 1.9 44.7 25.3
Engine and Safety Systems 20.3 17.7 1.7
Electronic Systems 7.0 6.6 05
Aeronautical Systems 7.3 —_ —_ ;i
Total Segment Special Items $ m23 $ 1993 $ 30 S
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In 2002, 2001 and 2000, direct and indirect sales to Boeing totaled
20 percent, 23 percent and 23 percent, respectively, of consolidated
sales. In 2002, 2001 and 2000, direct and indirect sales to Airbus
totaled 13 percent of consolidated sales. In 2002, 2001 and 2000,
direct and indirect sales to the U.S. government totaled 20 percent,
16 percent and g percent, respectively, of consolidated sales.

Effective January 1, 2003, the Company reorganized into three busi-
ness segments: Airframe Systems, Engine Systems and Electronic
Systems. The Company will begin reporting financial results under
the new segment structure beginning with the first quarter of 2003,
and will reclassify all periods based on its revised segment reporting.

Note N. Supplemental Balance Sheet Information

Balance Charged Write-Off Balance

Beginning to Costs and of Doubtful at End

(in millions) of Year Expense Other Accounts of Year
Receivable Allowance

Year ended December 31, 2002 $ 56.6 $ 15.0 $ (5.4)" $  (14.5) $ 517

Year ended December 31, 2001 28.6 23.6 8.4% (4.0) 56.6

Year ended December 31, 2000 204 15.6 — (7.7) 28.6

(1) Allowance related to-Aeronautical Systems acquisition and reversal of allowance related to Performance Materials working capital dispute.
(2) Allowance related to acquisitions and Performance Materials working capital adjustment dispute (see Note U).

(in mitlions) 2002 2001 {in millions) 2002 2001
Property Accumulated Other Comprehensive
tand $ 8.4 $ 440 Income (Loss)
Buildings and improvements 664.9 585.0 Unrealized foreign currency translation $ (80) $ (574
Machinery and equipment 1,412.5 1,142.5 Minimum pension liability (380.5) (52.7)
Construction in progress. 811 151.6 Accumulated gain on cash flow hedges 19.4

2,247.9 1,923.2 Total $ (369a) $ (110.)
Less allowances for depreciation (1,007.6) (967.7)

Total $1,2403 $ 9555 The minimum pension liability amounts above are net of deferred

taxes of $204.9 million and $26.8 million in 2002 and 2001, respec-
Property includes assets acquired under capital leases, principally tively. The accumulated gain on cash flow hedges above is net of
buildings and machinery and equipment, of $22.2 million and $17.4 deferred taxes of $9.6 million in 2002.
million at December 31, 2002 and 2001, respectively. Related '
allowances for depreciation are $7.1 million and $6.5 million, respec-
tively. Interest costs capitalized from continuing operations were
$0.4 million in 2002, $1.4 million in 2001 and $1.0 million in 2000.

(in millions) 2002 2001
Accrued Expenses
Wages, vacations, pensions and other

employment costs $ 1719 $ 1886
Postretirement benefits other than

pensions 36.0 35.0
Taxes other than federal and

foreign income taxes 21.6 23.3
Accrued environmental liabilities 16.8 9.5
Accrued interest 37.0 31.8
Restructuring and consolidation 23.4 45.2
Other 270.6 173.0

Total $ 5773 $ 5064
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Fair Values of Financial Instruments The Company's accounting poli-
cies with respect to financial instruments are described in Note A,

The carrying amounts of the Company’s significant balance sheet
financial instruments approximate their respective fair values at
December 31, 2002 and 2001, and are presented below.

addition, the Company incurs discretionary costs to service its prod-

ucts in connection with product performance issues.

The changes in the carrying amount of service and product war-

ranties for the year ended December 31, 2002, are as follows:

PIK Notes $ 1417 $§ 102 § 1684 $ 1670

Derivative financial instruments at December 31, 2002 and 2001
were as follows:

2002 2001
Contract/ Contract/
Notional Fair Notional Fair
(in millions) Amount Value Amount Value
Interest rate swaps $ —  $ — §$ 2000 § 7.3

Foreign currency
forward contracts 751.2 290 §$ — —

The Company has an outstanding contingent liability for guaranteed
debt and lease payments of $4.5 million, and for letters of credit and
bank guarantees of $43.1 million. It was not practical to obtain inde-
pendent estimates of the fair values for the contingent liability for
guaranteed debt and lease payments and for letters of credit. in the
opinion of management, non-performance by the other parties to
the contingent liabilities will not have a material effect on the
Company's results of operations or financial condition.

Guarantees
The Company extends financial and product performance guarantees to
third parties. As of December 31, 2002 the following were outstanding:

Maximum Carrying
Potential ~ Amount of
(in millions) Payment Liability

Environmental remediation
indemnifications (Note V)

Financial Guarantees:

No limit % 208

TIDES $ 500 S —
Debt and lease payments $ 45 3 —
Executive loans to purchase

Company stock $ 93 § —

The Company accrues for costs associated with guarantees when it is
probable that a liability has been incurred and the amount can be rea-
sonably estimated. The most likely cost to be incurred is accrued based
on an evaluation of currently available facts, and where no amount
within a range of estimates is more likely, the minimum is accrued.

The Company provides service and warranty policies on its products.
Liability under service and warranty policies is based upon a review
of historical warranty and service claim experience. Adjustments are
made to accruals as claim data and historical experience warrant. In

(in millions)
2002 2001
Carrying Fair Carrying Fair Bala.nce at December 31, 200 N $ 576
(in millions) Value Value Value Value Service and product warranty provision 23.0
Long-term debt $ 21328 $2,2280 $ 1331 S 12117 Aeronautical Systems opening balance sheet provision 8a
4 o ¥ o y . » .

QUIPS (see NoteS) $ 1254 $ 1257 $ 1250 $ 1283 Payments (193)
Balance at December 31, 2002 $ 694

_2002 was an asset of $29.0 million, of which $10.0 million is

The $29.0 million gross gain (before deferred taxes of $9.6 million)

Mote O. Derivatives and Hedging Activities

Cash Flow Hedges
One of the Company's subsidiaries conducts a substantial portion

of its business in Euros but has significant sales contracts that are

denominated in U.S. dollars. In March 2002, we entered into 21 indi-

vidual forward contracts that mature on a monthly basis from April

2002 to December 2003 to exchange U.S. dollars for Euros.

The Aeronautical Systems businesses conduct a substantial portion

of their business in Great Britain Pounds and Euros but have signif-
icant sales contracts that are denominated in U.S. dollars. In October
2002, the Company entered into forward contracts that mature on a
monthly basis from October 2002 to April 2007, with an aggregate
notional amount of $706.8 million to buy Great Britain Pounds and an
aggregate notional amount of $89.4 million to buy Euros.

The forward contracts described above are used to mitigate the

potential volatility to cash flow arising from changes in currency
exchange rates. The hedges are being accounted for as cash flow
hedges. As of December 31, 2002, forward contracts with an aggre-
gate notional amount of $656.0 million to buy Great Britain Pounds
and an aggregate notional amount of $g5.2 million to buy Euros
were still outstanding. The derivatives are recorded at fair value with
the offset reflected in accumulated other comprehensive income,
net of deferred taxes. The fair value of the hedges at December 31,

recorded in Prepaid Expenses and Other Assets and $19.0 million is
recorded in Other Assets.

recorded in accumulated other comprehensive income will be reflect-
ed in income as the individual contracts mature, and the hedged
item impacts earnings. As of December 31, 2002, the portion of the
$29.0 million gain that would be reclassified into earnings as an
increase in sales in the next 12 months is a gain of $10.0 million.

Fair Value Hedge

In September 2002, the Company terminated its interest rate swap
agreement, prior to its maturity in 2009, on its $200.0 million, 6.6
percent senior notes due in 2009. At termination, the Company

received $29.4 million in cash, comprised of a $2.6 million receiv-
able representing the amount owed on the interest rate swap from
the previous settlement date and $26.8 million representing the fair
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value of the interest rate swap at the time of termination. The carry-
ing amount of the notes was increased by $26.8 million represent-
ing the fair value of the debt due to changes in interest rates for the
period hedged. This amount is being amortized as a reduction to
interest expense over the remaining term of the debt.

Note P. Supplemental Cash Flow Information

The following table sets forth non-cash financing and investing
activities and other cash flow information. Acquisitions accounted
for under the purchase method are summarized as follows:

(in millions) 2002 2001 2000

Estimated fair value of tangible

assets acquired $1,0027 $ 55 $ 200.
Goodwill and identifiable

intangible assets acquired 8301 1421 109.0
Cash paid (1,472.6) (119.2) (246.8)

Liabilities assumed or created $ 3602 $ 284 §$ 623

Interest paid
(net of amount capitalized) $ 872 $ 1389 $ 1651

Income taxes paid
(refunds received), net $

(467) $ 1224 $ 2048
Interest and income taxes paid include amounts related to discon-
tinued operations.

Note Q. Preferred Stock

There are 10,000,000 authorized shares of Series Preferred Stock —
$1 par value. Shares of Series Preferred Stock that have been
redeemed are deemed retired and extinguished and may not be reis-
sued. As of December 31, 2002, 2,401,673 shares of Series Preferred
Stock have been redeemed, and no shares of Series Preferred Stock
were outstanding. The Board of Directors establishes and desig-
nates the series and fixes the number of shares and the relative
rights, preferences and limitations of the respective series of the
Series Preferred Stock.

Cumulative Participating Preferred Stock — Series F The Company has
200,000 shares of Junior Participating Preferred Stock — Series F -
$1 par value authorized at December 31, 2002. Series F shares have
preferential voting, dividend and liquidation rights over the
Company’s common stock. At December 31, 2002, no Series F
shares were issued or outstanding and 134,028 shares were
reserved for issuance.

On August 2, 1997, the Company made a dividend distribution of
one Preferred Share Purchase Right (Right) on each share of the
Company’s common stock. These Rights replace previous share-
holder rights which expired on August 2, 1997. £ach Right, when
exercisable, entitles the registered holder thereof to purchase from
the Company one one-thousandth of a share of Series F Stock at a
price of $200 per one one-thousandth of a share (subject to adjust-
ment). The one one-thousandth of a share is intended to be the
functional equivalent of one share of the Company’s common stock.

The Rights are not exercisable or transferable apart from the com-
mon stock until an Acquiring Person, as defined in the Rights
Agreement, without the prior consent of the Company’s Board of
Directors, acquires 20 percent or more of the voting power of the
Company’s common stock or announces a tender offer that would
result in 20 percent ownership. The Company is entitled to redeem
the Rights at 1 cent per Right any time before a 20 percent position
has been acquired or in connection with certain transactions there-
after announced. Under certain circumstances, including the acqui-
sition of 20 percent of the Company’s common stock, each Right
not owned by a potential Acquiring Person will entitle its holder to
purchase, at the Right's then-current exercise price, shares of Series
F Stock having a market value of twice the Right's exercise price.

Holders of the Right are entitled to buy stock of an Acquiring Person
at a similar discount if, after the acquisition of 20 percent or more
of the Company’s voting power, the Company is involved in a merg-
er or other business combination transaction with another person in
which its common shares are changed or converted, or the
Company sells 50 percent or more of its assets or earnings power to
another person. The Rights expire on August 2, 2007.

Note R. Common Stock

During 2002, the Company scld 14.950 million shares of common
stock in public offering for net proceeds of $216.2 million.

During 2002, 2001 and 2000, 0.474 million; 1.850 million and 1.230
million shares, respectively, of authorized but unissued shares of
common stock were issued under the Stock Option Plan and other
employee stock-based compensation plans.

The Company acquired 0.060 million, 2.482 million and g.330 mil-
lion shares of treasury stock in 2002, 2001 and 2000, respectively,
and reissued 0.198 million in 2000, in connection with the Stock
Option Plan and other employee stock-based compensation plans.

As of December 31, 2002, there were 16.967 million shares of com-
mon stock reserved for future issuance under the Stock Option Plan
and other employee stock-based compensation plans.

Note S. Preferred Securities Of Trust

On July 6, 1995, BFGoodrich Capital, a wholly owned Delaware statu-
tory business trust (Trust), which is consolidated by the Company,
received $122.5 million, net of the underwriting commission, from
the issuance of 8.3 percent Cumulative Quarterly Income Preferred
Securities, Series A (QUIPS). The Trust invested the proceeds in 8.3
percent junior Subordinated Debentures, Series A, due 2025 (junior
Subordinated Debentures) issued by the Company, which represent
approximately 97 percent of the total assets of the Trust. The
Company used the proceeds from the |unior Subordinated
Debentures primarily to redeem all of the outstanding shares of the
$3.50 Cumulative Convertible Preferred Stock, Series D.

The QUIPS have a liquidation value of $25 per Preferred Security,
mature in 2025 and are subject to mandatory redemption upon
repayment of the Junior Subordinated Debentures. The Company



has the option at any time on or after July 6, 2000, to redeem, in
whole or in part, the Junior Subordinated Debentures with the pro-
ceeds from the issuance and sale of the Company's common stock
within two years preceding the date fixed for redemption.

The Company has unconditionally guaranteed all distributions
required to be made by the Trust, but only to the extent the Trust has
funds legally available for such distributions. The only source of
funds for the Trust to make distributions to preferred security hold-
ers is the payment by the Company of interest on the Junior
Subordinated Debentures. The Company has the right to defer such
interest payments for up to five years. If the Company defers any
interest payments, the Company may not, among other things, pay
any dividends on its capital stock until all interest in arrears is paid
to the Trust.

<
-

Note T. Stock Option Plan

The 2001 Stock Option Plan, which will expire on April 17, 20m,
unless renewed, provides for the awarding of or the granting of
options to purchase 6,500,000 shares of common stock of the
Company. Generally, options granted are exercisable at the rate of 35
percent after one year, 70 percent after two years and 100 percent
after three years. Certain options are fully exercisable immediately
after grant. The term of each option cannot exceed 10 years from the
date of grant. All options granted under the Plan have been granted
at not less than 100 percent of fair market value on the date of grant.

The Company also has outstanding stock options under other
employee stock-based compensation plans, including the pre-merg-
er plans of Coltec and Rohr. These stock options are included in the
disclosures below.

Pro forma information regarding net income and earnings per share
is required by FASB Statement No. 123, “Accounting for Stock-Based
Compensation” (SFAS 123) and has been determined as if the
Company had accounted for its employee stock options under the
fair value method of that statement. The fair value for these options
was estimated at the date of grant using a Black-Scholes option pric-
ing model with the following weighted-average assumptions:

2002 2007 2000

Risk-Free Interest Rate (%) 3.7 5.0 5.0

Dividend Yield (%) 3.6 3.5 3.4

Volatility Factor (%) : 47-4 44.2 37.5
Weighted-Average Expected Life

of the Options (years) 7.0 7.0 7.0

The option valuation model requires the input of highly subjective
assumptions, primarily stock price volatility, changes in which can
materially affect the fair value estimate. The weighted-average fair
values of stock options granted during 2002, 2001 and 2000 were
$9.50, $13.78 and $8.65, respectively.

For purposes of the pro forma disclosures required by SFAS 123, the
estimated fair value of the options is amortized to expense over the
options vesting period. In addition, the grant-date fair value of per-
formance shares is amortized to expense over the three-year plan
cycle without adjustments for subsequent changes in the market
price of the Company’s common stock. The Company’s pro forma
information is as follows:

{in millions, except per share amounts) 2002 2001 2000
Net income:
As reported $ mz9 $ 2802 $ 3259
Pro forma $ 106.6 274.6 320.6
Earnings per share:
Basic:
As reported $ 114 $ 280 § 13n
Pro forma $ 103 2.66 3.06
Diluted:
As reported $ w4 $ 276 % 304
Pro forma $ 103 2.62 3.00

The effects of applying SFAS 123 in this pro forma disclosure are not
likely to be representative of effects on reported net income for
future years. Additional awards in future years are anticipated.

A summary of the Company's stock option activity and related
information follows:

Weighted-
Average
(options in thousands) Options  Exercise Price
Year Ended December 31, 2002
Outstanding at beginning of year 8145.9 $ 33.60
Granted ~ before EnPro spin-off 1,916.7 26.19
Exercised — before EnPro spin-off (157.7) 24.05
Forfeited — before EnPro spin-off (408.8) 31.44
Adjustment to outstanding options
due to EnPro spin-off® 420.5
Exercised — after EnPro spin-off (19.7) 26.09
Forfeited — after EnPro spin-off (437.0) 36.24
Outstanding at end of year 9,460.5 30.93

Year Ended December 31, 2001

Outstanding at beginning of year 8,519.6 § a4

Granted 2,045.6 37.87
Exercised (1,834.9) 28.25
Forfeited (584.4) 32.55
Outstanding at end of year 8,145.9 33.60
Year Ended December 31, 2000
Outstanding at beginning of year
Granted 78110 $ 3000
Exercised 2,483.7 26.66
Forfeited (1,401.6) 22.10
Expired (373.6) 32.62
Outstanding at end of year 8,519.6 .41

(1) At the time of the EnPro spin-off, the number of options and the exercise
price per option were adjusted based on the ratio of the Company's stock
price before and after the spin-off.
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The following table summarizes information about the Company's
stock options outstanding at December 31, 2002:

Options Outstanding Options Exercisable

Weighted- Weighted-

Number Average Average Number Weighted-

Outstanding Remainin Exercise Exercisable Average

Range of Exercise Prices {in thousands) Contractual Life Price (in thousands) Exercise Price
$18.40 - $24.99 893.8 2.0 years $ 2070 888.5 $ 2069
$25.10 — $28.99 3,438.1 7.9 years 25.36 1,680.7 25.52
$30.12 — $36.44 2,020.0 5.6 years 33.88 1,760.8 33.83
$37.01 — $47.02 3,108.6 6.3 years 383 2,373.6 38.48

Total 9,460.5 6,703.6

During 2002, 2001 and 2000, restricted stock awards for 74,340,
8,150 and 12,300 shares, respectively, were made, including those
made to employees of discontinued operations. Restricted stock
awards may be subject to conditions established by the Board of
Directors. Under the terms of the restricted stock awards, the grant-
ed stock vests two years and ten months after the award date. The
cost of these awards, determined as the market value of the shares
at the date of grant, is being amortized over the vesting period. In
2002, 2001 and 2000, $0.8 million, $0.3 million and $0.3 million,
respectively, was charged to expense of continuing operations for
restricted stock awards.

The 2001 Stock Option Plan also provides that shares of common
stock may be awarded as performance shares to certain key execu-
tives having a critical impact on the long-term performance of the
Company. The plan is a phantom performance share plan. Dividends
accrue on phantom shares and are reinvested in additional phantom
shares. Under this plan, compensation expense is recorded based
on the extent performance objectives are expected to be met. During
2002, 2001 and 2000, the Company issued 283,000, 318,800 and
856,800 phantom performance shares including those made to
employees of discontinued operations, respectively. During 2002,
2001 and 2000, 10,100, 221,200 and 50,500 performance shares,
respectively, were forfeited. In 2002, 2001 and 2000, $1.9 million,
$5.1 million and $8.9 million, respectively, was charged to expense of
continuing operations for performance shares. If the provisions of
SFAS 123 had been used to account for awards of performance
shares, the weighted-average grant-date fair value of performance
shares granted in 2002, 2001 and 2000 would have been $33.98,
$38.62 and $23.12 per share, respectively.

In 2000, a final pro rata payout (approximately 127,000 shares) of
the 1998 and 1999 awards was made in connection with the
Company’s adoption of new performance measures (approximately
10,000 of these shares were not issued as they were deferred by
recipients).

Note U. Discontinued Operations

The disposition of the Performance Materials and Engineered
Industrial Products segments represent the disposal of segments
under APB Opinion No. 30 (APB 30). Accordingly, the revenues, costs
and expenses, assets and liabilities, and cash flows of Performance
Materials and Engineered Industrial Products have been segregated
in the Consolidated Statement of Income, Consolidated Balance
Sheet and Consolidated Statement of Cash Flows.

The following summarizes the results of discontinued operations:

(in millions) 2002 2001 2000
Sales:
Performance Materials $ — 3 180 $ 1,677
Engineered Industrial Products 28g.5 641.9 663.3
$ 2805 $ 8289 3 1,830
Pretax income (loss) from operations:
Performance Materials $ — % (36) $ 690
Engineered Industrial Products {13.5) 46 94.4
{13.5} 42.5 163.4
Income tax expense 4.9 (15.8) (64.8)
Distributions on trust preferred
securities (3-3) (7.9) (7.9)
Gain on sale of Performance
Materials (net of income tax
expense of $54.9 million) —_ 93.5 —
Income from discontinued
operations $ (9} § m23 $ go7

Performance Materials

On February 28, 2001, the Company completed the sale of its
Performance Materials (PM) segment to an investor group led by
AEA investors, Inc. for approximately $1.4 billion. Total net proceeds,
after anticipated tax payments and transaction costs, included
approximately $1 billion in cash and $172 million in pay-in-kind (P!K)
debt securities issued by the buyer, which is now known as Noveon
International inc. (Noveon). The transaction resulted in an after-tax
gain of $93.5 million. During the second quarter 2002, a dispute
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over the computation of a post-closing working capital adjustment
was resolved. The resolution of this matter did not have an effect on
the previously reported gain.

Pursuant to the terms of the transaction, the Company has retained
certain assets and liabilities, primarily pension, postretirement and
environmental liabilities, of Performance Materials. The Company has
also agreed to indemnify Noveon for liabilities arising from certain
events as defined in the agreement. Such indemnification is not expect-
ed to be material to the Company's financial condition, but could be
material to the Company'’s results of operations in a given period.

Spin-Off of Engineered Industrial Products

On May 31, 2002, the Company completed the tax-free spin-off of its
Engineered Industrial Products (EIP) segment. The spin-off was
made through a tax-free distribution to the Company’s shareholders
of all of the capital stock of EnPro Industries, Inc., a subsiaiary that
we formed in connection with the spin-off. In the spin-off, the
Company’s shareholders received one share of EnPro common
stock for every five shares of the Company’s common stock owned
on May 28, 2002, the record date.

At the time of the spin-off, EnPro’s only material asset was all of the
capital stock and certain indebtedness of Coltec Industries Inc
(Coltec). Coltec and its subsidiaries owned substantially all of the
assets and liabilities of the EIP segment, including the associated
asbestos liabilities and related insurance.

Prior to the spin-off, Coltec also owned and operated an aerospace
business. Before completing the spin-off, Coltec's aerospace busi-
ness assumed all intercompany balances outstanding between
Coltec and the Company and Coltec then transferred to the
Company as a dividend all the assets, liabilities and operations of its
aerospace business, including these assumed balances. Following
this transfer and prior to the spin-off, all of the capital stock of
Coltec was contributed to EnPro, with the result that at the time of
the spin-off Coltec was a wholly owned subsidiary of EnPro.

In connection with the spin-off, the Company and EnPro entered
into a distribution agreement, a tax matters agreement, a transition
services agreement, an employee matters agreement and an indem-
nification agreement, which govern the relationship between the
Company and EnPro after the spin-off and provide for the allocation
of employee benefits, tax and other liabilities and obligations attrib-
utable to periods prior to the spin-off.

The spin-off was recorded as a dividend and resulted in a reduction
of the Company's shareholders’ equity of $409.1 million represent-
ing the recorded value of the net assets of the business distributed,
including cash of $47.0 million. The distribution agreement provid-
ed for certain post-distribution adjustments relating to the amount
of cash to be included in the net assets distributed. At December 31,
2002, the final adjustment had been calculated and is subject to a
dispute resolution process. The Company expects that the effect of
the final resolution of this process on the Consolidated Financial
Statements will be immaterial.

The $150 million of outstanding Coltec Capital Trust 5 1/4%
convertible trust preferred securities (TIDES) that were reflected in
liabilities of discontinued operations remained outstanding as part
of the EnPro capita! structure following the spin-off. The TIDES are
convertible into shares of both Goodrich and EnPro common stock
until April 15, 2028. The Company has guaranteed amounts owed by
Coltec Capital Trust with respect to the TIDES and have guaranteed
Coltec's performance of its obligations with respect to the TIDES
and the underlying Coltec convertible subordinated debentures.
EnPro, Coltec and Coltec Capital Trust have agreed to indemnify the
Company from any costs and liabilities arising under or related to
the TIDES after the spin-off.

Prior to the spin-off, Coltec acquired certain call options on the
Company’s common stock in order to partially hedge its exposure to
fluctuations in the market price of the Company's stock resulting
from the TIDES. These call options remained an asset of Coltec fol-
lowing the spin-off.

Note V: Contingencies

General

There are pending or threatened against the Company or its sub-
sidiaries various claims, lawsuits and administrative proceedings,
all arising from the ordinary course of business with respect to com-
mercial, product liability, asbestos and environmental matters,
which seek remedies or damages. The Company believes that any
liability that may finally be determined with respect to commercial
and non-asbestos product liability claims should not have a mate-
rial effect on its consolidated financial position or results of
operations. From time to time, the Company is also involved in
legal proceedings as a plaintiff involving contract, patent protection,
environmental and other matters. Gain contingencies, if any, are
recognized when they are realized.

Environmental

The Company is subject to various domestic and international envi-
ronmental laws and regulations which may require that it investigate
and remediate the effects of the release or disposal of materials at
sites associated with past and present operations, including sites at
which the Company has been identified as a potentially responsible
party under the federal Superfund laws and comparable state laws.
The Company is currently involved in the investigation and remedi-
ation of a number of sites under these laws.

The measurement of environmental liabilities by the Company is
based on currently available facts, present laws and regulations and
current technology. Such estimates take into consideration the
Company’s prior experience in site investigation and remediation,
the data concerning cleanup costs available from other companies
and regulatory authorities and the professional judgment of the
Company’s environmental specialists in consultation with outside
environmental specialists, when necessary. Estimates of the
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Company’s liability are further subject to uncertainties regarding the
nature and extent of site contamination, the range of remediation
alternatives available, evolving remediation standards, imprecise
engineering evaluations and estimates of appropriate cleanup tech-
nology, methodology and cost, the extent of corrective actions that
may be required, and the number and financial condition of other
potentially responsible parties, as well as the extent of their respon-
sibility for the remediation.

Accordingly, as investigation and remediation of these sites pro-
ceed, it is likely that adjustments in the Company’s accruals will be
necessary to reflect new information. The amounts of any such
adjustments could have a material adverse effect on the Company's
results of operations in a given period, but the amounts, and the
possible range of loss in excess of the amounts accrued, are not rea-
sonably estimable. Based on currently available information, how-
ever, the Company does not believe that future environmental costs
in excess of those accrued with respect to sites with which the
Company has been identified as a potentially responsible party are
likely to have a material adverse effect on the Company’s financial
condition. There can be no assurance, however, that additional
future developments, administrative actions or liabilities relating to
environmental matters will not have a material adverse effect on the
Company's results of operations or cash flows in a given period.

Environmental! liabilities are recorded when the Company's liability
is probable and the costs are reasonably estimable, which generally
is not later than at completion of a feasibility study or when the
Company has recommended a remedy or has committed to an
appropriate plan of action. The liabilities are reviewed periodically
and, as investigations and remediation proceed, adjustments are
made as necessary. Liabilities for losses from environmental reme-
diation obligations do not consider the effects of inflation, and
anticipated expenditures are not discounted to their present value.
The liabilities are not reduced by possible recoveries from insurance
carriers or other third parties, but do reflect anticipated allocations
among potentially responsible parties at federal Superfund sites or
similar state-managed sites and an assessment of the likelihood
that such parties will fulfill their obligations at such sites.

At December 31, 2002, the Company’s liabilities for environmental
remediation obligations totaled $92.7 million, of which $19.0 mil-
lion was included in current liabilities as Accrued Liabilities. Of the
$92.7 million, $21.5 million was associated with ongoing operations
and $71.2 million was associated with businesses previously dis-
posed of or discontinued.

The timing of expenditures depends on a number of factors that
vary by site, including the nature and extent of contamination, the
number of potentially responsible parties, the timing of regulatory
approvals, the complexity of the investigation and remediation, and
the standards for remediation. The Company expects that it will

expend present accruals over many years, and will complete reme-
diation of all sites with which it has been identified in up to 30 years.
This period includes operation and monitoring costs that are gen-
erally incurred over 15 to 25 years.

Tolo Litigation

In May 2000, the Company and its subsidiary Rohr, Inc. were served
with a complaint in a lawsuit filed in the Superior Court of Orange
County, California, by former shareholders and certain former
employees of Tolo, Inc. Tolo is a subsidiary of Rohr that was acquired
in 1997 pursuant to a stock purchase agreement. The former share-
holders alleged that the Company and Rohr breached the stock
purchase agreement by failing to pay $2.4 million under the terms
of the agreement. In September 2001, a jury found that the
Company was liable to the shareholders for the $2.4 million retained
by Rohr under the stock purchase agreement and the Company was
also assessed punitive damages of $48 million. The court subse-
guently reduced the punitive damage award to $24 million. The
Company and Rohr appealed the judgment.

in December 2002, the appellate court issued a ruling directing the
trial court to enter judgment in favor of the Company and Rohr on
both the fraud claim and the breach of contract claim. The plaintiffs’
motion for rehearing of that ruling was subsequently denied. On
February 10, 2003, the plaintiffs filed a petition for review with the
California Supreme Court. The Company has until March 2, 2003 to
respond to the petition,

Asbestos

The Company and certain of its subsidiaries have been named as
defendants in various actions by plaintiffs alleging injury or death as
a result of exposure to asbestos fibers in products, or which may
have been present in the Company’s facilities. A number of these
cases involve maritime claims, which have been and are expected to
continue to be administratively dismissed by the court. These
actions primarily relate to previously owned businesses. The
Company believes that it has substantial insurance coverage avail-
able to it related to any remaining claims. As a result, the Company
believes that these pending and reasonably anticipated future
actions are not likely to have a material adverse effect on the
Company’s financial condition or resuilts of operations.

Discontinued Operations

At the time of the EIP spin-off, two subsidiaries of Coltec were defen-
dants in a significant number of personal injury claims relating to
alleged asbestos-containing products sold by those subsidiaries. [t
is possible that asbestos-related claims might be asserted against
the Company on the theory that the Company has some responsi-
bility for the asbestos-related liabilities of EnPro, Coltec or its sub-
sidiaries, even though the activities that led to those claims
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occurred prior to the Company's ownership of any of those sub-
sidiaries. Also, it is possible that a claim might be asserted against
the Company that Coltec’s dividend of its aerospace business to the
Company prior to the spin-off was made at a time when Coltec was
insolvent or caused Coltec to become insolvent. Such a claim could
seek recovery from the Company on behalf of Coltec of the fair mar-
ket value of the dividend.

No such claims have been asserted against the Company to date.
The Company believes that it would have substantial legal defenses
against any such claims. In addition, the agreement between EnPro
and the Company that was used to effectuate the spin-off provides
the Company with an indemnification from EnPro covering, among
other things, these liabilities. Any such asbestos-related claims
would likely require, as a practical matter, that Coltec’s subsidiaries
were unable to satisfy their asbestos-related liabilities and that
Coltec was found to be responsible for these liabilities and was
unable to meet its financial obligations. The Company believes any
such claims would be without merit and that Coltec was solvent
both before and after the dividend. If the Company is ultimately
found to be responsible for the asbestos-related liabilities of
Coltec’s subsidiaries, the Company believes it would not have a
material adverse effect on its financial condition, but could have a
material adverse effect on its results of operations and cash flows in
a particular period. However, because of the uncertainty as to the
number, timing and payments related to future asbestos-related
claims, there can be no assurance that any such claims will not have
a material adverse effect on the Company's financial condition,
results of operations and cash flows. If a claim related to the divi-
dend of Coltec’s aerospace business were successful, it could have
a material adverse impact on the Company's financial condition,
results of operations and cash flows.

Guarantees
The Company has guaranteed amounts owed by Coltec Capital Trust
with respect to the $150 million of outstanding 5 1/4 percent con-
vertible trust preferred securities (TIDES) and has guaranteed
Coltec’s performance of its obligations with respect to the TIDES
and the underlying Coltec convertible subordinated debentures.
Following the spin-off of the EIP segment, the TIDES remained out-
standing as an obligation of Coltec Capital Trust and the Company’s
guarantee with respect to the TIDES remains an obligation of the
Company. EnPro, Coltec and Coltec Capital Trust have agreed to
indemnify the Company from any costs and liabilities arising under
or related to the TIDES after the spin-off.

In addition to the Company's guarantee of the TIDES, the Company
has an outstanding contingent liability for guaranteed debt and
lease payments of $4.5 million and for letters of credit and bank
guarantees of $43.1 million at December 31, 2002.

Note W: Subsequent Event

On January 29, 2003, the Company announced that it had entered
into a definitive agreement to sell its Avionics business to L-3
Communications Corporation (L-3) for $188 million. The transaction
was approved by the boards of directors of the Company and L-3.
Subject to customary regulatory approvals, the sale is expected to
close late in the first quarter or early in the second quarter of 2003.
After-tax proceeds are expected to be approximately $134 million.
Avionics Systems will be reported as a discontinued operation
beginning with the first quarter 2003.
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2002 Quarters 2001 Quarters
{dollars in millions, except per share amounts)  First Second Third Fourth First Second Third Fourth
Business Segment Sales:
Aerostructures and Aviation
Technical Services $ 3072 $ 3131 $ 2664 $ 2872 $ 3538 $ 4002 $ 369.0 $ 3706
Landing Systems 262.8 253.9 255.7 265.8 289.6 280. 293.1 286.3
Engine and Safety Systems 162.0 165.3 158.8 152.7 183.9 202.3 190.0 186.4
Electronic Systems 189.2 193.2 198.2 21.3 180.4 189.5 199.8 204.5
Aeronautical Systems —_ — — 264.4 — — — —
Total Sales $ 9212 $ 9255 $ 8321 $ 11814 $10077 $10721 $1051.9 $1,052.8

Gross Profit® $ 2340 $ 2370 $ 2229 $ 2706 $ 2734 $ 2838 $ 2784 $ 1458

Operating Income (Loss):

Aerostructures and Aviation

Technical Services $ 493 $ 484 $ 224 $ 498 $ 525 $ 639 $ 615 0§ 481
Landing Systems 32.4 19.9 38.9 48.9 40.8 33.5 40.9 37.9
Engine and Safety Systems 16.7 24.0 20.8 17.7 29.9 39.1 35.3 . 27.6
Electronic Systems 28.1 32.2 35.9 39.1 31.5 32.4 29.2 40.0
Aeronautical Systems — — — 8.4 — — — —
Corporate (14.7) (15.3) (104) (18.9) (13.6) (15.3) (12.3) (16.5)
Restructuring and consolidation

costs (7-5) (14.6) (7-2) (12.0) (5.8) (7.6) (1.5) (92.4)
In-process research and

development — —_ — (12.5) — — — —
Aeronautical Systems inventory

step-up — — — (58.8) — — —_ —
Unusual inventory adjustments — — — — — — — (94.5)

Total Operating Income {Loss) $ 1043 $ 946 $ w07 $ 617 F 1353 F 1460 F 531 F (49.8)
Income {Loss) From:
Continuing Operations $ 496 % 86 $ 460 $ ny $ 702 $ 759 $ 89 3 (517)
Discontinued Operations 0.8 (12.7) — — 102.1 7.4 61 (3.3)
Cumulative Effect of Change
in Accounting (36.1) — — - — — — —
Net Income (Loss) $ 143 $ 459 $ 460 $ ny $ 1723 $ 833 $ 880 $ (54.4)
Basic Earnings (Loss) Per Share:
Continuing Operations $ o048 $ o057 $ o045 $ on § 068 $ o073 $ o079 $ (050)
Discontinued Operations 0.01 (0.12) — — 1.00 0.07 0.06 (0.03)
Cumulative Effect of Change

in Accounting (0.35) — — — — — — —

Net income $ o014 $ o045 $ o045 $ om $ 168 $ 08 $ o085 $ (053)
Diluted Earnings (Loss) Per Share:

Continuing Operations $ o047 $ o056 § o045 $ on $ 066 $ o070 $ o076 $ (050

Discontinued Operations 0.02 (o) — — ©.96 0.08 0.07 (0.03)

Cumulative Effect of Change

in Accounting (0.34) — — — — — — —
Net Income $ o015 $ o045 $ o045 $ on $§ 162 $ 078 $§ 08 § (053)

(1) The historical amounts presented above have been restated to present the Company's Performance Materials and Engineered Industrial Products businesses as
discontinued operations.
(2) Gross profit represents sales less cost of sales.
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The first quarter of 2002 includes a $7.5 million pre-tax charge for
restructuring and consolidation costs.

The second quarter of 2002 includes a $14.6 million pre-tax charge
for restructuring and consolidation costs. The second quarter also
includes a $2.4 million pre-tax gain in other income (expense) from
the sale of a portion of the Company’s interest in a business.

The third quarter of 2002 includes a $7.2 million pre-tax charge for
restructuring and consolidation costs.

The fourth quarter of 2002 includes a $12.0 million pre-tax charge
for restructuring and consolidation costs. The fourth quarter of
2002 also includes a $12.5 million pre-tax charge for the write-off of
in-process research and development acquired in the acquisition of
Aeronautical Systems and a $58.8 million pre-tax charge related to
the Aeronautical Systems inventory step-up adjustment.

The first quarter of 2001 includes a $5.8 million pre-tax charge for
restructuring and consolidation costs. The first quarter also includes
a $7.2 million pre-tax gain in other income (expense) from the sale
of a portion of the Company's interest in a business.

The second quarter of 2001 includes a $7.6 million pre-tax charge
for restructuring and consolidation costs.

The third quarter of 2001 includes a $1.5 million pre-tax charge for
restructuring and consolidation costs.

The fourth quarter of 2001 includes a $92.4 million pre-tax charge
for restructuring and consolidation costs and a $94.5 million pre-tax
charge recorded in cost of sales for unusual inventory adjustments.
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Selected Financial Data®

(dollars in millions, except per share amounts) 1999 1998

Statement of Income Data:

Sales $ 3,910.2 $ 41845 $ 3,700.5 $ 3,646.2 $ 3,503
Operating income 361.3 384.6 489.7 2741 440.6
Income from continuing operations 165.9 176.9 235.2 85.9 213.3
Net Income 117.9 289.2 325.9 169.6 353.7
Balance Sheet Data:
Total assets $ 5,080.6 $ 5,200.4 $ 6,052.3 $ 54684 $ 52235
Total debt 2,512.1 1,426.4 2,236.2 1,741.9 1,704.2
Mandatorily redeemable preferred securities of trust 125.4 125.0 124.5 124.0 123.6
Total shareholders’ equity. 932.9 1,361.4 1,228.5 1,295.6 1,238.9
Other Financial Data:
Segment operating income $ 4206 $ 44438 $ 5625 $ 5295 $ 495.0
Segment operating income® 532.9 644.1 593.6 561.7 505.5
EBITDA®® 632.3 734.7 668.7 631.6 557.7
Operating cash flow 530.2 382.6 168.2 210.5 341.7
Investing cash flow (1,506.0) (288.8) (349.4) (166.5) (208.8)
Financing cash flow 1,163.6 (936.3) 80.6 . (72.2) 199.
Capital expenditures 107.3 190.5 133.8 144.7 163.0
Depreciation 135.6 108.5 1.9 96.3 90.2
Dividends 96.0 113.7 117.6 91.6 75.7
Distributions on trust preferred securities 10.§ 10.5 10.5 10.5 10.5
Per Share of Common Stock:
Income from continuing operations, diluted $ 157 $ 165 $ 216 $ o076 $ 187
Diluted EPS, excluding special items® 2.31 2.37 2.43 2.23 1.93
Dividends declared 0.88 1.70 1.10 1.10 110
Book value 7.97 13.39 12.00 11.74 11.28
Ratios:
Segment operating income as a percent of sales (%)% 13.6 15.4 16.0 15.4 14.4
Debt-to-capitalization ratio (%)“ 68.7 47.2 61.4 54.0 54.7
Effective income tax rate (%) 34.6 33.5 33.1 47.9 35.1
Cther Data:
Common shares outstanding at end of year (millions) 117 101.7 102.3 110.2 109.7
Number of employees at end of year® 22,900 24,000 26,300 27,000 27,200

(1) Except as otherwise indicated, the historical amounts presented above have been restated to present the Company's Performance Materials and Engineered Industrial
Products businesses as discontinued operations.

(2) “EBITDA" as used herein means income from continuing operations before distributions on trust preferred securities, income tax expense, net interest expense,
depreciation and amortization and special items. The Company believes EBITDA provides meaningful additional information on our operating results and on our
ability to service our long-term debt and other fixed obligations and to fund our continued growth. EBITDA should not be construed as an alternative to operating
income (loss) as determined in accordance with generally accepted accounting principles in the United States (“GAAP”), as an alternative to cash flow from operating
activities (as determined in accordance with GAAP), or as a measure of liquidity. Because EBITDA is not calculated in the same manner by all companies, our presen-
tation may not be comparable to other similarly titled measures reported by other companies.

(3) Excludes special items, as follows (in miilions, except per share amounts):

2002 2001 2000 1999 1998
Per Per Per Per Per
After  Diluted After  Diluted After Diluted After Diluted After Diluted
Tax Share Tax Share Tax Share Tax Share Tax Share
Restructuring and consolidation costs $(27.7) $(026) $ (n3) $ (o067 $(286) I (0.26) $(170.4) 3% (1.49) $ (65 $(0.06)
Gain from sale of interest in business 1.6 0.02 4.7 0.04 - - 2.4 0.02 - -
In-process research and development write-off (12.5) {o.12) - - - - - - - -
Aeronautical Systems inventory step-up (39.5) (0.38) - - - - - - -~ -
Inventory adjustments - - (62.8) (©.59) - - - - - -
Impairment charge on business held for sale - - - - (1.7) {0.01) - - - —

$ (787) $(o74) ${1294) % (122) $ (30.3) $(027) $(168.0) $ (1.47) $ (65) $ (0.06)

The Company believes excluding special items provides meaningful additional information on our operating results. Amounts adjusted to exclude special items
should not be construed as an alternative to amounts determined in accordance with GAAP. Because amounts adjusted to exclude special items are not calculated in
the same manner by all companies, our presentation may not be comparable to other similarly titled amounts reported by other companies.

(4) Trust preferred securities are treated as capital in calculating the debt-to-capitalization ratio.

(5) Includes employees of the Company's Performance Materials and Engineered Industrial Products segments, rounded to the nearest hundred.




SHAREHOLDER Information

Company Headquarters

Goodrich Corporation

Four Coliseum Centre

2730 West Tyvola Road

Charlotte, North Carolina 28217-4578
704/423-7000

www.goodrich.com

Stock Exchange Listing

Goodrich common stock and BFGoodrich Capital cumulative quar-
terly income preferred securities (QUIPS) are listed on the New York
Stock Exchange. Symbols: GR and GRPRA, respectively. Options to
acquire our common stock are traded on the Chicago Board
Options Exchange.

The following table sets forth on a per share basis the high and
low sales prices for our common stock for the periods indicated as
reported on the New York Stock Exchange composite transactions
reporting system, as well as the cash dividends declared on our
common stock for these periods.

2002 2001

Quarter  High Low Dividend Quarter High Low Dividend

First 3219 2492 $.27% First 42.65 33.06 $.275
Second 34.42 267  .200 Second 44.50 36.01  .27%
Third 2749 1831 .200 Third 38.80 15.7  .275%

Fourth 2038 1497 .200 Fourth 26.89 18.65  .275

As of February 14, 2003, there were approximately 13,230 holders of
record of our common stock.

Annual Meeting

Our annual meeting of shareholders will be held at the Goodrich
Corporate Headquarters, Four Coliseum Centre, 2730 West Tyvola
Road, Charlotte, North Carolina on April 15, 2003 at 10:00 A.M.

The meeting notice and proxy materials were mailed to shareholders
with this report.

Shareholder Services

If you have questions concerning your account as a shareholder,
dividend payments, lost certificates and other related items, please
contact our transfer agent:

The Bank of New York

Shareholder Relations Dept. 11E

P.O. Box 11258

Church Street Station

New York, N.Y. 10286-1258

1-800-524-4458

E-mail: shareowner-sves @bankofny.com

The Bank of New York's Shareholder Services website can be located
at http://www.stockbny.com. Registered shareholders can access
their account online and review account holdings, transaction history
and check history. In addition, the site offers an extensive Q&A,
instructions on the direct purchase, sale and transfer of plan shares
and information about dividend reinvestment plans. Shareholders
also can download frequently used forms.

Designed and produced by see see eye/Atlanta
Cover photo on right supplied by Rolls-Royce plc

Stock Transfer and Address Changes
Please send certificates for transfer and address changes to:

The Bank of New York

Receive and Deliver Dept. 11W
P.O. Box 11002

Church Street Station

New York, N.Y. 10286-1002

Dividend Reinvestment

We offer a Dividend Reinvestment Plan to holders of our common
stock. For enrollment information, please contact The Bank of New
York, Investor Relations Department, at 1-800-524-4458.

Investor Relations
Securities analysts and others seeking financial information
should contact:

Paui S. Gifford

Vice President of Investor Relations

Goodrich Corporation

Four Coliseum Centre

2730 West Tyvola Road

Charlotte, North Carolina 28217-4578

704/423-5517

e-mail: investor@goodrich.com

To request an Annual Report, Proxy Statement, 10-K, 10-Q or quar-

terly earnings release, visit our website at www.goodrich.com or call
704/423-7103. All other press releases are available on our website.

Annual Report on Form 10-K

Our 2002 Annual Report on Form 10-K, when filed with the SEC,
will be available on our website at www.goodrich.com. We will also
provide a copy of our 2002 Annual Report on Form 10-K (without
exhibits) at no charge upon written request addressed to our Vice
President of Investor Relations.

The Goodrich Foundation

We make charitable contributions to nonprofit arts and cultural,
civic and community, educational, and health and human services
organizations through The Goodrich Foundation and our opera-
tions, distributing $3 million in 2002. Foundation guidelines are
available on our website, www.goodrich.com.

For more information contact:

The Goodrich Foundation

Four Coliseum Centre

2730 West Tyvola Road

Charlotte, North Carolina 28217-4578

Affirmative Action

We hire, train, promote, compensate and make all other employ-
ment decisions without regard to race, sex, age, religion, national
origin, disability, veteran or disabled veteran status or other
protected classifications. We have affirmative action programs in
place in accordance with Executive Order 11246 and other federal
laws and regulations to ensure equal employment opportunity for
our employees.

Forward-Looking Statements

This annual report contains forward-looking statements that involve
risks and uncertainties, and actual results could differ materially
from those projected in the forward-looking statements. These risks
and uncertainties are detailed in the section of the Management’s
Discussion and Analysis entitled “Forward-Looking Information is
Subject to Risk and Uncertainty” and in our Annual Report on Form
10-K and other filings with the SEC.



BUSINESS DESCRIPTION Goodrich Corporation,

a Fortune 500 company, is a leading global supplier
of systems and services to the aerospace industry.

If there’s an aircraft in tﬁe sky — we're on it. Goodrich
technology is involved in making aircraft fly...helping
them land...and keepiﬁgéhem safe. Serving a global
customer base with significant worldwide manufac-
turing and service facilities, Goodrich is one of the
largest “pure play” aerospace companies in the world.

For more information visit http://www.goodrich.com.
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